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Ottawa, Ontario, 
Tuesday,March 21, 1950, 


MORNING SESSION 


T., H. COOPER, RECALLED 
EXAMINATION BY MR, O'DONNELL (Cont'd): 

MR, O'DONNELL: May it please the Commission, yes- 
terday Dr, Innnis asked what the explanation was with res- 
pect to the table on page 22 - that is table one, I believe, 
of Exhibit 214 - as to the fact that the net revenue in 
1923 was $21,123,544, and that in 1924 the net revenue was 
$17,000,000, and pointed to the fact that net income avail- 
able to pay fixed charges was $20,000,000. We have had 
a little table prepared which I think we might produce as 
Exhibit 243, It is entitled comparison of income debit and 
credit accounts for the years 192 compared with 1923, which 
I think sets out the information and possibly is self- 
explanatory. 

EXHIBIT NO, 243; Comparison of income debit 

and credit accounts, 1923 
and 1924, 

Now I should like to turn to a new subject, the matter 
of the Securities Trust Act, reference to which is set out 
in the main submission, Exhibit 214, at pages 181 to 184, 

It is to be found there under the heading, "Section 3, The 
Canadian National Railways Capital Revision Act, 1937", which 
for the purpose of the record is l George VI, Chapter 22, 
Section 12 and following of the said act and Schedule A 
dealing with the Securities Trust Act, 

Q. Now, Mr. Cooper, would you tell the Comission 
briefly for what purpose the Canadian National Railways 
securities trust was created? 

A. The trust was an arrangement incidental to the 1937 


Capital Revision Act. The government had agreed that 
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ioans for deficits should be cancelled, that all unpaid 
interest should be cancelled, and thatgovernment loans which 
had been made for capital purposes should be converted into 
equity capital. The various corporations, the Grand Trunk, 
the Grand Trunk Pacific, The Canadian Northern and the Canadian 
National Railway Company, were indebted to the government 
for very considerable sums of both principal and interest. 


These amounts then appeared as liabilities on the system 


talance sheet, It was desired that as far as the railway 


the 
gystem balance sheet was concerned loans for deficits and ell 


un id interest should be eliminated. At the same time it 
was intended that the four debtor corporations should not be 
freed from their liabilities in respect of principal and 
interest referred to. 

To some extent the claims of the government ranked ahead 
of other obligations of Psa nipendtis, and certainly they 


ranked ahead of the common shares of some of the subsidiary 


companies in which the public had a minority share interest. 


The problem therefore was to make an arrangement which would 
relieve the railway system of the liabilities in question 

but which would not relieve the separate corporations which 
comprised the system. The arrangement decided on was the 
creation of a trust corporation to which the government 
transferred its claims against the debtor corporations in 
exchange Font seicupee stock of the trust. There was no relief 
t6é the debtor corporations but the crediior became the trust 
instead of the government. The government's ownership of the 
claims became indirect, that is, through the trust. 

THE CHAIRMAN: Q. Pardon me; did you say the creditor 


became the trust? 


A. Yes, sir. The four debtor corporations were then 
indebted to the trust . instead of directly to the 


government. The government's ownership of the claims became 
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indirect, thatis, through the trust, instead of being directly 
against the corporations themselves. The trust was declared 

in the legislation to be a corporation comprised in the Canadian 
National Railway System. This meant that one system company, 
namely, the trust, carried the claims as assets, other 

gstem companies carried the claims as liabilities, 2nd on a 
consolidation of Bonnie epee and liabilities wash them- 
selves out, 

The capital stock of the trust was then owned By the 
government. The ledger valu. of its shares ° was’ fixed 
initially at the amount of government loans used for capital 
purposes, namely, $270,037,437. This capital stock liability 
was of course included on ene railway system balance sheet 
as equity capital against which there was a corresponding 
asset account in the public accounts. 

It was under this arrangement that the loans for deficits 
and claims for interest were purged from the system balance 
Sheet, but nevertheless they are still kept alive on an 
intersystem basis, 

MR. O'DONNELL: Q. Mr. Cooper, would you tell the 
Commission briefly what the securities trust is? My under- 
Standing is it is somewhat of an accounting device. You might 
explain it to the Commission. 

A. The Securities Trust, as stated in the main sub- 
mission, 1s a corporation created by Section 12 of the 
Capital Revision Act. Its entire capital stock is held by 
the Minister of Finance on behalf of His Majesty. There are 
five trustees, three representing the government and two 
representing the railway . The government trustees are 
the Deputy Minister of Finance, the Deputy Minister of Justice 
and the Deputy Minister of Transport. The railway trustees 
are Mr, Donald Gordon, Chairman: and President, and myself. 


The Capital Revision Act stipulates under what conditions 
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the initial stated value afi ienat shares may be increased or 
decreased, It may be increased by capital gains and by surplus 
earnings retained by the railway. It may be reduced by capital 
losses which are . excluded from cash settlements on deficit 
account. ; 

The initially stated value of $270,000,000 plus was 
increased by $112,502,061 representing surplus earnings of the 
railway during the war years 1941 to 1945. It was also in- 
creased by capital gains amounting to $19,105,651 representing 
gains on the redenption of repatriated securities Be awiie 
less than their par value. The initials, stated value has 
also been reduced by $23,127,015 representing capital losses, 
chiefly line abandonments., The present ledger value of the 
shares of the trust is $378,518,135, so that since the trust 
was incorporated the value of the shares has increased by about 
$108,000,000. That is the book value of the shares. 

liability 

This amount is’carried < as equity capital by the railway, 
and in ‘g corresponding asset account in public accounts. 
There have been no transactions affecting the ledger value of 
the shares since 1947, 

Q. What is it that you propose to do, and what will the 
result be if it be done? 

A. What is now proposed is that ownership of the shares 
of the trust shall be transferred by the government to the rail- 
way company in exchange for an equal number of railway company 

shares having the same ledger value. If this is done the rail- 
way's ownership of the shares as an asset account would be 

offset in the consolidated balance sheet against the capital 

stock liability of the securities trust, That is to say, both the 
asset and liability accounts would be eliminated from the system 
balance sheet, and the affairs of the securities trust would 

all be within the family and would not appear on £8 Be iance 


sheet. 
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The equity capital owned by the government would then all 
be reflected on the railway balance sheet as capital stock of 
Canadian National Railway Company. This proposal, if made 
effective, would consolidate the government's equity in 
Canadian National into two accounts instead of three. At 
present there are three accounts: (1) Capital stock of the 
Canadian National Railway Company; (2) Capital stock of 
Canadian National Railways Securities Trust, and (3) Capital 
expenditures by the government on Cenadian national railways, 

Under the proposal number 2 would disappeas ool oie 
advantage from this arrangement is that it helps to simplify 
our capital structure. The Securities Trust would not appear, 
and the capital now represented by the shre shares of the trust 
would be represented by shares of the railway company. The 
government's ownership would not be diminished in any respect 
but would be entirely through the railway company instead of 
being partly through the railway and partly through the trust, 
Very few people understand the interjection of the securities 
trust in the capital structure of the Cenadian National, and 
this arrangement would help to a better understanding. 

Q. If that be carried out are there any disadvantages to 
be expected from the making of the change which you 
propose so far as you can see it? 

A. There will be no disadvantages, 

Q. Why? 

A. The debts of the four corporations will remain exactly 
as they are, and will still continue to be held by the trust, 
Transactions affecting the government's equity capital account 
will continue to require government approval. The collateral 
Securities held by the Trust will continue to be so held sub- 
ject to release only with the approval of the Governor in 
Council as required by Section 21 of the Act. 


This matter has been discussed with the government 
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Trustees, referring to the Deputy Minister of Justice, the 
Deputy Minister of Finance and the Deputy Minister of Transport, 
While they do not consider they should express their views as to 
what government policy should be, they are satisfied that the 
railway shall include the subject in its submission to the 
Royal Commission requesting the Commission's favourable consider- 
ation and recommendation. 

Q. I take it these last remarks of yours are by way of a 
little clarification of the opening paragraph on this matter at 
Page 181 of Exhibit 214, The three government trustees have no 
objection to your making the suggestion that is now being put 
forward to the Commission but they make no specific recommenda- 
tion in the matter? 

A. That is correct, 

Q. Now, it oceurs to me it might be well to produce as 
Exhibit 244 the last annual report of the Canadian National 
Railways Securities Trust for the year ended December 31, 1949, 

EXHIBIT NO, 244: Annual report of Canadian 
National Railways Securities Trust 
for year 1949, 

I don't know whether Mr. Cooper feels that any explanatory 
remarks should be made in connection with it. Have you any- 
thing to say concerning it, Mr, Cooper? 

A. No, I do not think there is anything further to be said, 

Q. Unless someone has some other question of Mr. Cooper on 


that subject I intend to turn to another. 


(page 18651 follows) 
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. Now, Mr. Cooper, Mr. Gordon, the President, 
on Friday last made submissions to the Commission and I 
refer to the submission by way of an appropriate adjust- 
ment, the $760 million of interest-bearing obligations 
held by the Government, that they should be exchanged for 
equity capital and reflected in the balance sheet as such. 
Mr. Gordon made a further suggestion for an adjustment, 
that the Government should acknowledge an indebtedness to 
Canadian National in the amount of $300 million to bear 
interest at 3% until discharged. He went on to say:- 

"This would be set up in the accounts 

of Canadian National as a capital fund to 
be drawn on from time to time to retire 
interest-bearing obligations in the hands 
of the public or for capital additions to 
the property.” 

THE CHAIRMAN: Pardon me a moment, you are going? 
back to Mr. Gordon's statement, are you? 

MR. O'DONNELL: I don't think your lordship 
need bother about finding it. It is just by way of drawing 
to Mr. Cooper's attention the matter to which I am 
referring. 

THE CHAIRMAN: But where is that? 

MR. O'DONNELL: On page 15, my lord:- 

"AS consideration for the acknow- 

ledgment of the indebtedness of $300 
million, the Canadian National would issue 
a commensurate amount of equity stock to 
the Government.." 


THE CHAIRMAN: That is paragraph 2 there? 
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MR. O'DONNELL: Paragraphs 1 and 2 I have 
referred to, my lord. Then I think Mr. Gordon went on to 
say, Mr. Cooper, that such a capital fund in his opinion 
(concurred in by the Board of Directors) is the minimum 
relief which should be granted to the railway, in addition 
to the conversion into equity capital ot /4760 million held 
by the Government. What can you say as to that figure of 
$300 million? 

A. The extent of the relief set out in his state- 
ment represents the decision of the President himself. I 
do not know all the considerations he had in mind in making 
that decision. I know, however, three of them which are 
as follows:- 

(1) The capital requirements of the Canadian 

National in the next five years will amount 

to $307,869,711. Of this amount $130,800,000 - 

is for additions and betterments, exclusive 

of new equipment; $142,069,711 is for 

maturing funded debt; and $35 million is for 

funded debt which can be called during the 

pe riod, 

(2) Thosematuring obligations, including 

equipment serial payments in the ten-year 

period 1950-1959 total $377, 333,053. 

(3) The relief, comprising interest on 

Government loans, $21,798,000, plus 

$9 millions (that is 3% on $300 millions) 

would be $30,798,000. 

In my evidence at page 18582, I stated that the 
average annual deficit of the Canadian Nationa] Railway. 


System in the 27-year period 1923-1949 had been $20,808,914; 
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I also stated at page 18578 that the adoption of depreciation 
accounting for Canadian Lines rolling’stock had increased 
our expenses. If we had had depreciation accounting through- 
out the 27-year period the average annual deficit would 
have been $25,977,989. I also stated at page 18579 that 
there is nothing in the results shown in Table No. 4 in 
respect of the Newfoundland Railway. If we add $4 million 
per annum the average annual deficit would be $29,977,989. 
That is to say, taking the record.of the Company since 
amalgamation and adjusting to present day conditions with 
respect to depreciation and the Newfoundland Railway, our 
average annual deficit would be in close approximation to 
the relief indicated as necessary. On this basis nothig 
is available for a return on equity capital, nor does it 
Give the Railway anything to "come and go on". 

Q. Now, Mr. Cooper, the President made those two 
Submissions concerning the adjustment of the capital 
structure, that is, that the $760 million of interest- 
bearing obligations held by the Government should be 
exchanged for equity capital and reflected in the balanc#2 
Sheet as such; and then went on to make the submission 
that the Government should acknowledge an indebtedness 
to the Canadian National in the amount of $300 million. 
You have this morning explained the submission which is 
put forward concerning the adjustment of the securities 
trust, the Canadian National securities trust. You 
heard the President's submission and since Friday last I 
asked you to endeavour to draw a short form of balance 
Sheet, a consolidated balance sheet, which would show, 
applying it to the 1948 results, the situation as it would 


be if the relief requested were to be put into effect. 
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I would ask you to produce as Exhibit 245 a document 
entitled "Canadian National Railways Consolidated Balance 
Sheet at December 31, 1948" which I understand shows 

the published results, shows the adjustments which have 
been suggested, and shows what the position would be as 


and when revised. 


shot. 2A oti tad by 
Mr. O'Donnell 


Canadian National 
Railways Consolidated 
Balance Sheet at 
December 31, 1948. 


ee ef ee of 


Q. Now, would you be good enough. to explain that 
Exhibit to the Commission and make such comments as you 
think appropriate? 

A. Exhibit 245 is a condensed consolidated balance 
Sheet at December 31, 1948. In the top half of the 
statement we show the assets, in the lower half the 
liabilities. In the first column we show the published 
amounts, in the second column we show the adjustments 
which have been proposed, and in the end column we show 
the position as it would be if these adjustments had been 
approved and made effective. There are three adjustments. 
They are noted at the foot of the statement. Ad justment 


(a): Conversion of Government loans into equity capital, 


$760, 494,825. By referring to the second column - - 

Q. And under the heading "Adjustments"? 

A. Yes, in the lower half of the statement it 
will be noted that the item "Government of Canada Loans" 
is eliminated by this adjustment and a corresponding 
addition is made to equity capital. 


Q. That is at the top of the lower half under the 
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heading "Liabilities"? 

A. Yes, Adjustment (a) is shown against the 
Government of Canada Loans again in red ink figures, and 
in black ink figures up against the capital stock of the 

Company 
Canadian National Railway /, meaning that one account is 
reduced and the other account in increased. Adjustment 
(b) is recording the Government's obligation to furnish 
an additional $300 million in the form of equity capital. 
On the lower half of the statement it is shown as addition 
to equity capital, and on the upper half of the statement 
it is set up as a capital fund receivable from the 
Government of Canada. Adjustment (c) evidences the 
exchange of capital stock of the Canadian National securities 
trust, $378,518,135, for an equal amount of Railway 
Company capital stock. In the lower half of the state- 
ment it will be noted that the capital stock of the 
Securities trust disappears and a corresponding increase 
1s made in the capital stock of the Railway Company. 
And that is the black figure? 


Yes. 


Oo YF © 


For a like amount? 

A. Yes, the capital stock of the Canadian 
National Railway Company, which is now $18 million, would 
then become $1,457,012,960. 

Q. Is there any other comment that you would care 
to make concerning the statement, Mr. Cooper? 

A. No, but I would be glad to answer any 
questions. 

Q. Now, by way of further evidencing the effect 


of the suggested changes, I asked you to be good enough 


to prepare, or to apply these proposed changes to the net 
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income results for the year 1949. You have prepared such 
a tabulation, haven't you? 

A. Yes. 

Q. I would ask you to produce that as Exhibit O46, 
which is entitled "Canadian National Railways Net Income 


Results, Year 1949", 


.. EXHIBIT 246... filed by : Canadian National 
Mr. O'Donnell ; Railways Net Income 
Results, Year 1949. 


9. Would you be good enough, Mr. Cooper, to make 
such comment and explanation as you think this Exhibit 
requires. 

A. The first figure shows our net income deficit 
as published for the year 1949, $42,043,000. I may add 
here that these figures have been rounded off into even 
thousands. Then I have shown the various adjustments 
that should be made to disclose the results which we would 
have had in 1949 if the various freight rate increases 
which have been authorized had been in effect for the 
full year, and if the proposals in the President's 
Submission to the Commission had been approved and made 
effective. 

The first adjustment is $12,056,000. That 
represents the additional revenue which we would have 
received if the 8% freight rate increase had been in 
effect for the full year. It was in effect only from 
October 11, and of course from that date to the end of 
the year the $42 million figure includes the benefit of 
that increase; but had it been in effect from the beginning 


of the year, our revenue would have been improved to the 
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extent of $12,056,000. 

The next figure shows the additional revenues if 
other rate increases which have been authorized also had 
been in effect for the full year. There was an increase 
in passenger fares and in telephone rates; there was 
an increase in freight rates in the United States ana 
also something, I think, for passenger. 

COMMISSIONER INNIS: That is purely an estimate 
on your part? 

A. Oh, yes, then I have shown the additional 
revenue which we might have expected to receive on the 
assumption that the 8% had been 16%, and that that had 
been in effect also for the full year. On those assump- 
tions our additional revenues in 1949 would have been 
$32,943,000. 

Then I have shown in reverse the elimination of 
a Special credit from deferred maintenance reserve of 
$8 million. That was a credit which we had in 1949. 

It is a non-recurring item. The deferred maintenance 
reserve will be exhausted at the end of this year, so 
we cannot depend on further aid from that source. 

Those adjustments altogether draw down to a net 
of $24,943,000, and on those assumptions the deficit of 
$42,043,000 would have been reduced to $17,100,000. 

Then, if interest on Government loans were can- 
celled, there would be a credit or a relief to the extent 
of $21,798,000. If we take credit also for the 3% on 
the $300 million, the results would be further improved 
by $9 million. On those assumptions, instead of a 
deficit in 1942 of $42 million, we would have had a 
surplus of $13,698,000. 


sy A A ‘i in. : n ad ie Rvs 
7 , 4 ; : 


Pe Pld. 


caeomeat ne. esw ool: ts rier roe 


esw Seeds. +earay sagraat et ay ‘Bae 8 ane 
hae eshage Sod Ing edt. re ‘esta pears pa ah 


any " Anne 
esgnsdaag, gh easel = “esti vets i 


fel) 2 : 
, 


af ¥ ia BS 


Stents ae yiorwg ef en: eka aguas aM is Ne | ai 
| Ri: j > pan HOY 99 ao 

feworsinos sad WHE. ¢ svet 4d eran Lay 0 A | j he 

gtd ne avisoN iw og basdeqxs evark Pag bee ‘oly apbeiw egnevet - uo 

pad joa 308d baa OL posd LEH RS sit Gait noltwmeae = | 
siggapse °2 srog sl ae: pars! ond to oois tone at- seed ; ; 
fous <a t ehuon etek wl AoNNS¥Sd Lange Rnioe nD enokt if ig ; 


900 E80.888 


%o oliahtatia sid aereuey th cused oven t ood 
8a oicesy fOnF mace in ovrsteh morse tbowe, ratpeqe wo So eae 
SOAGh of bad oy athe shee 4 paw deuit  HOkit te Be ital 


sagsrotatsa bea Steh set ; fiat grilipnades-hos B at a | \ ji 

: ui ti sae “y eae t¢ One ent 38 betawactya a fe ive our aeet: ; A 

, 1 Borie sa Soukt eet. es aadeoit rus bebe JorigAs ee oa, 

gat zs at Hunts BOED aaelits snoxit wed peanbaet be easat' sae ee ie 
+. eter at azid a lai potatr nc Bas £IRi As§ Yo Me 7 | 
200,002, 1 of weonbor noed overt Brow 000, -e00. gee Ros | 
RS Soe sree snomemeyed to daodudink T2 tot i) of 7) iM 


diotxe elt oF ce tie 2 q+ sTbIsS e) aq ead aan “gdrtao ha sa 
a0 Re ey vol_outs girders eet ov at Pood, Bey. is ‘to. 
Fi Bawoventet =gdtiny ad bivew ofivest oft we Li day OES ond a | 
| heh a YS peeves , ahd SIME as saath ae anpnethe oer 
ect 7 ie: uth ret bkkow ae oericim Shee 10 sta betninet | 


FT 


- 18658 - Mr. Cooper 


Q. That is 1949, not 1942 there? 

A. 1949. I wish to mention that in these 
assumptions or estimates we have not made any provision 
for possible wage increases which might result from 
negotiations which are now in progress, nor have we made 
any provisions for further increases in the price of 
materials. I wish to point out that the surplus of 
$13,698,000, that is, the indicated surplus, is equal 
to a return of only 3/4 of 1% on the proposed equity 
capital amounting to $1,834,737,474. 

COMMISSIONER ANGUS: Could not the special 
credit from deferred maintenance reserve pay for unusual 
maintenance in that year? 

A. Well, that is a difficult question. Whether 
the maintenance in the year 1949 was normal or excessive 
is a very difficult matter to determine. Talking to our 
engineers, they take the position that we did not over- 
Spend on maintenance account in 1949. When we set up 
our deferred maintenance reserve during the war, the 
understanding was that it would be used up in five years 
after the war, and that is the program that we are 
carrying out irrespective of the actual maintenance which 
has been performed. 

Q. You don't think it is a fair expectation that 
if the credit from the deferred maintenance reserve were 
eliminated, the maintenance cost would go down by the 
Same amount? 

A. I don't think so. I think we still have a 
backlog of deferred maintenance to catch up. 

THE CHAIRMAN: Pardon me a moment, what were 


those last two figures; If interest on Government loans 
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were cancelled, $21,798,000, interest on Government 
indebtedness $9 million. How do you arrive at that result 
of $13,698,000? There must be some factor there I don't 
see. 
A. The $17 million up above is a deficit. The 21 - - 
Q. You mean $17,100,000? 
MR. O'DONNELL: It is said to be a deficit 
adjusted as above, that is, a deficit figure. 
THE CHAIRMAN: Yes, well, what figures together 
bring out $13,698,000? 
MR. O'DONNELL: Will you explain that, Mr. 
Cooper? That one figure is a deficit figure, and it is 
a matter of deducting that the addition of the other two. 
That) iscorrect, isn't it? 
THE CHAIRMAN: If you add $21,798,000 to 
$9 million, and from that sum you subtract $17,100,000, 
is that it? 
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(Page 18661 follows) 
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MR O'DONNELL: And that gives you the net income 
as adjusted, surplus, $13,698,000, 

Then I would turn to another subject, my 20rd; 
if there sre no other questions of Mr, Cooper, and would 
go to pege 80 of the brief, Exhibit 214, Chapter IV, 
"Uniform Accounting end Other Related Matters." The sub- 
missions of the Canadien National Railways in that connec- 
tion will be found beginning at pege 80 and continuing to 
page 152. 

I think at this point I might produce as Exhibit 
247 the Exhibit "B' referred to in the brief at page 87, it 
being entitled "Proposed Uniform System of Accounts for 
Steam Railways." It contains certain suggestions concerning 
modofications of the Interstate Commerce accounting 
classifications, 

THE CHAIRMAN: Exhibit 247 is the one that you 
refer to on pege 87 38 Exhibit "Bl"? 

MR O'DONNELL: Thet is right, sir. "B" with the 
formal brief now becomes Exhibit 247, 

“SEAHIBIR 247s Exhibit" B"1tovganen. eter 

Proposed Uniform System of Accounts 
for Steam Railways. 

MR O'DONNELL: Then Exhibit 248 is the document 
which wos produced with the brief ss Exhibit ne", which 4g 
referred to at page 92. It is entitled "Interstate Commerce 
Commission, Bureeu of Stetistics, System Consolidated 
Reports for Steam Railways - Discussion of Tentative 
General Principles." I would indicate thst on the face of 
the report itself it says, "This report has not been 
considered by the Commission, and is released for criticism 
end suggestion only." It is dated July 1, 1937. 

“2-H eH DET O48: TExhabite"c" taccineR. breerts 

‘Interstate Commerce Commission, 
Bureau of Statistics, System Con- 
solidated Reports for Steam Rril- 


ways - Discussion of Tentative 
Generel Principles. Dated SULLY 


1937. 
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MR O'DONNELL: JI might Just draw to the attention 
of the Commission that on the third sheet of Exhibit QUT 
there is 3s summery of what the contents of Exhibit 247 deal 
with. They deal with accounting, classifications governing 
investment in road sand equipment, operating revenues end 
operating expenses, income, profit end loss, general 
balance sheet eccounts, train miles, locomotive miles and 
coer miles; and it is suggested that they might be prescribed 
by the Board of Transport Commissioners for Canada if end 
when the matter be reviewed. I understand from Mr, Cooper 
that this is put forward as tentative proposals for con- 
Sideretion and discussion, 

Q. Would you tell the Commission, Mr. Cooper, why 
this document wes prepared in the detailed way in which it 
hes been? 

A. We wish to be of assistance to the Commission, to 
show them the sort of thing that we have in mind in re- 
commending uniform classification. Someone has to do the 
Spade work on things of this kind, end thet is about all we 
have tried to do. I do not imagine or suggest that this is 
the classification that will be adopted, but I think it 
will be of assistance to those who have to develop the 
classification itself to have oa dreft, as it were, on which 
they could make their changes as they may decide. It is 
Suggested only in the effort to be of assistance, and we do 
not imagine that it will be adopted as is. 

MR O'DONNELL: Now, my lord, as I said, the sub- 
missions of the Canadian National concerning uniform account- 
ing end other related matters sre in the brief between 
peges 80 end 152. It occurs to me that it would save a lot 
of time if I assumed, es I am sure is the fact, that the 
Commission and the interested parties have reed those peges, 
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vine; bo mient. acting on that assumption, just allow Mr. 
Cooper to proceed to be cross-examined on the matter, sub- 
ject to my saying at the end, in the event that there is 
anything to be added, that I would like to ask a few more 
questions, I think it might save a lot of time, rather than 
going over it, because I have noticed that what happens is, 
you cover it in chief, and then everybody else covers it 
again! Soscwith: that understanding, that if there be any - 
thing et the end I might have the right to ask further 
questions, I will say that I have no further questions from 


Mr. Cooper at this time. 


EXAMINED BY MR COVERT: 

Q@. I take it, Mr, Cooper, that our discussions will 
relete to three things -- the revision of the capital f 
Structure, the treatment of Surplus earnings and uniform 
eccounting; those ere the three subjects that you are pre- 
pered to deal with. You have prepared and Piled this: morrn- 
ing what might be termed a pro forma consolidated 
belance sheet giving effect to the proposals as outlined in 
the brief? 

Aw, Yes, 

Q. Theat is Exhibit 245, 

Ae (Ces 

Q. Now, ere the 1949 figures available yet? 

A. Well, we have thems but Wee is customary before re- 
leasing our balance sheet and report that it shall be tabled 
in the House of Commons. We expect that will be done this 
week, and I would prefer not to--- 

MR COVERT: Well, from our point of view there 
would be no substantial difference. My only point, Mr. 
Chairman, was that perhaps they could file that with us, 
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MR O'DONNELL: We will be glad to do that just 
es soon es it is released, Mr. Cooper says the custom is 
thet it is filed in the House first, and just es soon as 
it is released we will have it up here, 

MR COVERT: Q, I just wanted to have e short 
look at that with you. As I see the picture, the only 
change in the assets Side, that is, as it exists at the 
end of 1948, in the proposal, is the addition of this 
$300 Sotlition nce tennant oe Cansas capital funds receiv- 
able; that is an accounts receivable that you have set up 
based on I think it was item 2 of Mr. Gordon's proposals? 

A. That is correct. 

@. And on the liabilities Side, in effect what you 
have done is to take the capital stock item in the 
Securities trust and the Government of Cansda loans and 
you have changed those to capitel stock? 

A. Yes. 

Q@. And then you have assumed that this $300 million 
Which was the second item in Mr. Gordon's submission is 
eélso capital stock, so those three items have changed your 
capitel stock from $18 million to $1,457 million oda? 

A. That is correct. 

Q. And that simply erases from the liabilities Side of 
the balance sheet the capital stock in the securities trust? 

A. Yes, 

Q.- And then it takes out the Government of Canada 
loans of $760 million? 

A. That is correct. 

Q. The seme thing exactly would appeer in the 1949, 
except that the other figures would be chenged? 

A. Yes. The Government loan figure of $760 million 
plus will be somewhat different et the end of 1949 then it 
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$378 million of securities trust will remain unchanged 
from what it was at the end of 1948. 

Q. I also thought, Mr. Cooper, that it might be 
advantageous for the Commission to have you take Exhibit 
217, which is your 1948 financial statement, end turn to 
page 4, It occurred to me that it might be useful for the 
Commission to have filed as exhibits the consolidated 
income eccount for the years say 1939 to 1948, with just 
the following items -- total operating revenues, total 
operating expenses -~ sand that would give you your net 
opereting revenue; then the net railway opereting income 
and your totel other income, Now, on that point I just 
wanted to make sure -- perhaps I am wrong in asking you 
for thet; I em considering it from the point of view of 
whet the effect of it would be, bearing in mind the pro- 
posals made in the brief had they been in effect say in 
1939. 
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Then you would make these adjustments. I am thinking of it 
from the point of view of your position if you were appearing 
before the Board of Transport Commissioners with figures of 
this kind for, we will say, that period from 1939 on. I just 
wanted to ask you at this stage whether you thought under those 
circumstances that Other Income should be included, or would 
you omit that from the -- 

A. I am not quite sure why you think it should be exclud- 
ed. 

Q. Well, I was asking you, Mr, Cooper, to include it, 
and then I wanted to know if in your view it should be inclu- 
ded. If it should why that suits me. 

A. I understand, Mr. Covert, that you would like to see 
an income statement for each year, 1939 to 1948 -- 

Q. Yes, 

A, -- showing what the net result would have been if the 
government interest had been cancelled -- 

Q. Yes, 

A. -- and if this arrangement with respect to the 
$300,000,000 had also been in effect. 

Q. Yes. I think perhaps by looking at your Exhibit 228 
we can pretty well get the picture, but I thought that might 
be prepared with just those items, Then the next item I would 
ask you for is the total deductions from income and then the 
figure net income available for payment of interest? 

A. Yes, 

Q. Then you would have your interest on the funded debt 
as revised? 

A. Funded debt public would not be changed. 

Q. Pardon? 

A. Interest on the funded debt due to the public would not 


be changed. It is only the interest on the government loans 
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that would be changed. 

Q. What I was trying to arrive at was this, Mr. Cooper, 
My understanding is that you have felt that this capital 
revision is very important to the Canadian National, 
that it should have taken place long ago, and now you are 
putting it forward and Saying it certainly should take place 
now. What I want to see is what the effect would have been 
had this been put into effect say in 1939, 

A. Yes, I put it to you though that you are asking me 
to take the war years, or what I would call the war and post- 
war period, and that probably on that picture you would get 
a rather optimistic picture of the Canadian National. 

Q. I agree with that but I thought we should have that 
information, I am going to discuss the long term with you 
later, I think I can do that best on your Exhibit 228, but I 
would like that, It is a comparatively easy job? 

A. Yes, 

Q. Then you see I would like to have -- 

THE CHAIRMAN: Pardon me. This information to which 
you have just referred will be put in the shape of an exhibit? 

MR. COVERT: Yes, Mr, Chairman, 

THE CHAIRMAN: RL Tene, 

MR. COVERT: Q. Then you see you would show the 
interest on the funded debt as revised, assuming that your 
interest charges were less the amount that this proposal of 
yours would bring about, 

A. Yes, I think I understand what you want but -- 

Q. And that would show -- 

MR. O'DONNELL; Let him finish. 

THE WITNESS: I think I understand what you want 
but before we go to work on it we will check with you and see 
that we understand very clearly what it is you want, and I 


can assure you that you shall get what you want, 
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MR. COVERT: Q. Then I think you may as well bring 
down one further line and show the surplus or deficit each 
year, 

A. Yes, 

Q. Now, have you a copy of Exhibit 228 before you? 

That is the one dealing with the result of operations 1923 
to 1949, 

A. Yes, 

Q. If you would take the fifth colum -- that is count- 
ing the years as a column -- that shows income available for 
fixed charges, What I wanted to know was this, att, for 
example, that had been in effect, we will say, for the first 
period, that is, 1923 to 1931, you would have to add to that 
$9,000,000 each year on that $300,000,000. That is 
$300,000,000 at 3%. That is if the present proposal was in 
effect for that period, 

A. Yes, but I would question whether that was going to 
give you a correct picture. fhe $300,000,000 contemplates 
conditions as they exist today which are very different in- 
deed from what they were in 1923, Part of the justification 
for the $300,000,000 lies in the changes which have taken 
place, especially in the last four or five years, 

Q. In other words, you say that the reasons for the 
government acknowledging this indebtedness of $300,000, 000 
to the C.N,.R. which exist today did not exist in the period 
L923 to 1952? 

A. For example, take the Newfoundland Railway -- 

Q. Could we just start off with yes or no to that, Mr, 
Cooper? 

A. Would you repeat your question? 

Q. I say what you say is that the reasons that exist 
today for the government acknowledging this irdjebtedness of 
$300,000,000 to the C.N.R., which is set out in the proposal, 
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did not exist in the period 1923 to 19517 

Aswils,-L say that, 

Q. Well, I think I follow you there, Mr, Cooper, but 
if these proposals had been in effect what you are saying is 
- am being unrealistic in doing that? 

Aw 1 OO, 

Q. But if they had been in effect what you would have 
to do would be to add $9,000,000 a year to each one of these 
years? 

Ae Deduct ity) 1 think, 

Q. To the income available for fixed charges? 

A. Oh, I beg your pardon, yes, to the income available 
for fixed charges, yes, or reduce the next column by 
$9,000,000, 

Q. So that that would mean that the average instead of 
$28,009,000 would be $37,047,056?! 

A. That is in the first nine years, is it? 

Q. Yes? 

Rie YOR’, 

Q. Similarly in the next period, 1932 to 1939, you would 
add $9,000,000 which would make the income available for 
fixed charges $59.4 million roughly? 

A. But I think you are -- 

Q. Cannot -- 

MR. O'DONNELL; Let him make his comment. 

THE WITNESS: I do think you are forcing a very un- 
realistic set of figures, 

MR. COVERT: Q. Let us assume, Mr. Cooper, that you 
are right, that it is very unrealistic. You say the conditions 
which apply in 1950 did not apply in 1932 to 1939? 

A. Very definitely. 

Q. Now then, coming to 1940 to 1949, where the average is 
$49.25 million, again that would bring that to $51.2 million 
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if the $9,000,000 is added? 

Ae 5D 22 

Q. 58, I am sorry, 

A. 53, yes. 

Q. Would you say that it would be improper to apply 
those considerations for that period as well? 

A, Yos,;.oin, 

Q. So that you say the application of this $300,000, 000 
indebtedness only became necessary as of now? 

A. No, I do not say that. I say that the situation 
as it exists today, with the legacies of the past and looking 
into the future, requires this adjustment. 

Q. Requires it today. When woulda you think that proper- 
ly should have been done? Do you say it is just now? 

A. Well, as far as the interest on the $804,000,000 is 
concerned, which was approximately $35,000,000, it is my 
opinion that should have been done in LOeoe 

Q. I am just talking about the $300,000,000 adjustment 
now. 

A, That is a remedy to a condition which now exists and 
the situation is changing. The situation today is different 
from what it was a year ago. I have mentioned Newfoundland, 
You have got the Temiscouata Railway, and _.: looking into the 
future with respect to all the things which may be done I 
do not think you can go back to a date such as the year 1943 
or 1945 and say from that date this adjustment which is being 
proposed as of today would have. been the adjustment to have 
been made at that time. 

Q. In other words, you say as far as any adjustment of 
that $300,000,000 figure you cannot properly take it back of 
1949? 

A, I say it should be applied to the conditions as they 


exist today. 


nce = 


= x. 


Bc 
anee 


ta? 


” eS 
a rome 
a ed 
hee 
(a wud 
2 CY 
o 
Me ae 


S us 
ae 
a 
> 
xe ony 


- 
aa Ae 
bet i 

‘ee y 

- 

mei o a 


ve See 
a Be 
as wt 

Pan 


-~| 
-" 4 
« 2 


kee .* 
pons ‘ 
Po 


oa] 


asm 


Van 


be 


-- 18673 - Mr, Cooper 


Q. But you say it cannot be taken back of 1949? Can we 
have yes or no to that? 

A. For 1949 itself? 

Q. Yes? 

Aes, L.chink It misht’, 

Q. But you would not take it back of 1949? 

A. On the assumption that the eweauhavena Railway was 
going in as of January 1, 1949, which of course it didn't do. 

Q. But you would not take it back of 1949 then? 

A. No, I.do not think ZI would, 

Q. Mr, Cooper, I did not quite get the three reasons 
that you gave this morning. I wonder if you could repeat those 
to me now? 

A. Reason 1; Capital requirements of the Canadian 
National in the next five years will amount to 
$307 ,869,711. 

Q. That is future capital requirements? 

A, Yes, 

Q. How many years? 


A. Five years, 


(Page 18675 follows) 
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(2) Those maturing obligations, including 
equipment serial payments in the ten-year 
period 1950-1959 total $377,333,053. 
Q. So roughly that is to meet maturing obligations 
of $377 million over the next ten years? 

A... Yes. 

(3) The relief of Government interest 

plus the $9 million would be $30,798,000. 

Q. Now, would you explain that to me? 

A. Well, the Government interest in 1949 was 
$21,798,000. 

Q. Yes. 

A., If you increased that by $9 million, then the 
relief is. $30,798,000. 
Qe, Yes. 

A. And that is the relief which these proposals, 
if adopted, would give to the Railway. Now, I then go 
on to show that based on the record of the past adjusted 
to present day conditions with respect to depreciation and 
the Newfoundland Railway, that the deficit from 1923 
to 1949 would have averaged $29,977,989, or within less 
than a million dollars of the relief itself. And of 
course I have not brought in everything that I could 
have brought in to build the deficit up. I could have 
added the Temiscouata Railway for example. I am sure the 
Newfoundland Railway will exceed $4 million. 

Q. Mr. Cooper, just looking at Exhibit 228, it 
Seemed to me there that your average deficit for the 
period was $20,808,000? 

A. That is correct. 

Q. That is after payment of all fixed charges? 


A. Yor’. 
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Q. Now, I am sorry, but I missed how you tied 
that in to bring it down to the thirty. 

A. Starting with that figure - - 

Q. Yes. 

A. I then assumed that depreciation accounting 
on rolling stock in Canada had been in effect from 
January 1, 1923. 

Q. I see. 

A. And that increased the $20,808,914 to 
$25,977,989. Then to that I added $4 million for 
Newfoundland. 

Q. Yes. 

A. So that I say, adjusting the record of the 
Company since amalgamation to present day conditions with 
respect to depreciation and Newfoundland, our average 
deficit has been $29,977,989; so that the relief, if 
given, would, on the record as adjusted - - 

Q. Be less than a million? 

A. Just about make the break-even point. 

Q. And I just want to ask you about this. Do 
you think that does present a true picture in dealing 
with it in that way, by taking your average deficit 
Over the 23 years and adding to that about $5 million 
you said, I think - was it? 


A. Yes, just over $5 million. 


Q. Just over $5 million for depreciation? 
A. Yes. 
§. And you think that brings comparable figures 


together, the proper figures together to put it on the 
basis of present day methods? 


A. Well, those are two majior adjustments which 
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obviously should be made. I did not go beyond that. 

Q. I see. Then, Mr. Cooper, could we just examine 
Exhibit 228 from this point of view. Let us assume that 
you had not the $300 million acknowledgment of indebted- 
ness, but had this capital revision in 1923, that. is, the 
reduction of the funded debt as proposed in the submission. 
If you had had that in 1923, that would reduce your 
fixed charges by how much a year, approximately $21 
million? 

A. In 1923 there were $35 million. 

Q. No, I am thinking of your interest on the 
funded debt which you now say should be wiped out. 

Ae) 284° eel, 790,000. 

Q. $21,798,000 or approximately $21.8 million? 

A. Yes. 

Q. Then, as I say, had that been in effect in 
1923, your income available for fixed charges during 
that first period from 1923-1931 was $28 million about? 
That is the average for 1923-1931? 

A. Yes, 28. 

Q. So that that would have left you with a 
Surplus of approximately $6.2 million a year average? 

A. The surplus would have been 3.9. The average 
deficit in that period was 17.9 million. 

Q. No, I cannot arrive at that. 

A. Well, do you mind looking over in the last 
column? 

Q. Yes, I see that, Mr. Cooper. 

Yes, that is our deficit. 


Yes. 
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have had a surplus in that period of 3.9 million per 
annum on the average. 

Q. I haven't any doubt that you are right, but 
can you tell me where I go wrong when I do it this way? 

Aa NE Le eieht * 

Q. Taking the 28 million average of income avail- 
able for fixed charges. 

A. Yes, 

Q. I think I see it myself. In other words I 
have deducted the 21.8 when I should have deducted - - 

A. You should have deducted the 21.8 from the 
45.9. 

Q. Yes, I see, I follow you now. In other words, 
to arrive at what would have been available for fixed 
charges) I deduct: --*- 

A. I don't think you should touch that picture. 

I think you should reduce the fixed charges. The proposal 
is that 21.8 million of fixed charges should be cancelled, 
so that the 45.9 would be reduced by 21.8. 

Q. Right, I follow you. You take the 45.9 in 
the second column over from the right, deduct from that 
21.8, which leaves 24.1? 

Fs hoon 

Q. So that the average surplus in those years 
would have been 3.9 million, is that right? 

A. Yes. 

Q. <All right. We then go to the next period, 
1932-1939. Im that case I would deduct from 55.7 the 


21.82 
A. Yes. 


Q. And that would leave me with 33.9? 
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A. |. 23,905. against which - - 


Q. You only had - - 

A. We had 6.3 million. 

Q. So you would in those years have a deficit of 
27.6 million a year average, is that correct? 

A. Correct. 

Q. And for the next period, 1940-1949, that is, 
just by looking at it, it looks as if you would have an 


average surplus of about 21.4 million, is that correct? 


Ao eee « 

We (eerie be 
A. Excuse me. 
Gn Yes. 


Ay HO,vit ois 2.3, Tan'’t it. Use Goo. ts 8 deficit. 
That would be improved by 21.8, so it would become 21.3. 

Q. Now, if these proposals (I am not considering 
the $300 million indebtegness now) if this funded debt 
had been altered in 1939 and you had carried on from then 
on with just the funded debt reduced - - 

MR. O'DONNELL; Would you put that again, 

Mr. Covert? 

MR. COVERT: If the revision of the funded 
debt had taken place in 1939 (I am omitting altogether 
the question of the 300 million indebtedness) then by 
1946, Mr. Cooper, could you tell me what the position of 
your surplus would have been, that is roughly? That can 
be calculated quite quickly. 

A. Back in 1940 - 1945? Do you include 1946? 
y= Yes. 
A. We would have had an average surplus of 


38 million. 
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Q. An average surplus of 38 million? 
A. That is in the six what you might call war 


years. 


O 


That is right. 1940-1946. 

A. Yes, and my top figure here is across the line. 
I will have to do that again. 

Q. I am sorry. 

A. 34.1, if my arithmetic is correct. 

Q. Well, I just want to get it roughly. 


A, Hignt. 
Q. Well, I must be pretty good or we are both 
that, begause that works out that you would have 


a Surplus over the seven year period of about 238.7 
million, and I have just roughly done it and get 
238 million. Would that be right? 

A. How much did you say over - - 

Quy 2350 million. 

A. Oh, no. Are you speaking of cash deficit? 

I make it 112 million in the seven year period. 

Q. Now, let me see. Perhaps you can help me 
again with some arithmetic. What I thought, Mr. Cooper, 
was that we could take your fixed charges in those 
Seven years, 1940-1946 and reduce those by 21.4 million 
a year. 

ay else. 

Q. 21.8 million a year. 

A. Yes. Well, the quicker way, Mr. Covert, I 
think, is to take the end figure, add them up, divide 
by seven and deduct 21.8 or add it as the case may be. 
Q. Yes, then you get 34.1 you said? 
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Q. Per year? 

A. My red figures came to 25.8, the black figures 
came to 112.3. The net was 86.7. I divide that by 7, 
which is 12.3. I increased that by 21.8 and arrive at 


34.1. 
Q. Then if you multiply that DY vr. 
Aa UMeS 2 
Q. That gives you 238.7:. Wouldn't that be the - - 
A. The aggregate. 
Q@. Yes. 
A. Yes, I thought you were speaking of averages. 
Q.,.0n, no. 
A. I beg your pardon? 
Q. I am sorry. Then your aggregate surplus 


would be about 238 million? 
In the seven years of war? 
Yes. 


Yes. Could I interject something? 


2 > 82 Bi 


Yes. 
A. I don't know whether it is proper for the 


witness. 


Oo 


Sure. 

A. But taking the whole period this statement 
Shows that our average deficit was 20.8, and the relief 
that we have been discussing was 21.8, so that if that 
relief had been effective throughout the whole period 
we would have had an average annual surplus of one 
million dollars a year. That seems to me to be what 
you would find looking back over the years, has happened 


to these Canadian National Riilways of ours. 


(page 18683 follows) 
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---Upon resuming. 

MR. COVERT: Q. Now, Mr. Cooper, I have handed 
you Volume 98. I propose to ask you about the surplus 
earnings which were dealt with by Mr. Gordon at pages 
18388 and 18389 of the transcript. You will find that 
in Mr. Gordon's submission at page 16. 

Now, Mr. Gordon said: 

"Prudent business management and judgment have 
always approved the establishment of reserves in 
years of financial prosperity for use in the leaner 
years. On the assumption that our proposals are 
implemented, it is not unreasonable, as I have 
indicated, to anticipate that Canadian National will 
in some years have surplus earnings. The task of 
management would be greatly eased in my opinion, 
also concurred in by the board of directors, if 
there were a recommendation from your Commission 
that the board of Canadian National use such surplus 
earnings (a) to provide sufficient funds to cover 
expenditures for non-revenue producing improvements 
and betterments; and (b) to establish a rate 
Stabilization fund which it is hoped could be built 
up in good years and drawn upon in poor years with 
the view of affording stability to the rate structure 
and tending, to the extent of the fund from time to 
time existing, to postpone the necessity of applica- 
tions for general freight rate increases. Your 
Commission is respectfully invited to recommend the 
proposals which I have just made regarding this 
subject." 

Now, first, I just want to ask you if that 

really involved giving to the Canadian National some- 


thing similar to what the Board dealt with in the rate 
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hearings, that is, something to come and go on? 

A. This section of the President's statement is one 
which will be dealt with by Mr. Fairweather. 

THE CHAIRMAN : Q. By whom? 

A. By Mr. Fairweather. 

MR. COVERT: Q. But I might have some questions. 
Could you just tell me as to what -- 

A. As to what? 

Q. As to whether or not this proposal involved there 
is really something similar to what the Canadian Pacific 
calls "something to come and go on"? 

A. I would sooner not discuss it at all. 

Q. I see. And do you not want to discuss either the 
question of providing sufficient funds to cover expenditures 
for non-revenue producing improvements and betterments? 

A. Again, I prefer to leave it to Mr. Fairweather. 

Q. I see. Well, would Mr. Fairweather also be able 
to show, in the accounts of the Canadian National, Mr.Cooper, 
Something that would be similar over, let us say, a period 
of the last ten years, to item (a) in the paragraph which 
Says "to provide sufficient funds to cover expenditures 
for non-revenue producing improvements and betterments; "2 

A. I really do not know what evidence Mr. Fairweather 
has to produce. 

Q. I see. My only point is that I would like that 
information from someone. You think he can give it, 

Mr. O'Donnell? 

MR. O'DONNELL: I hope so. 

MR. COVERT: Q. Perhaps I had better state here, 
so that Mr. Fairweather will know in advance and the 
information can be obtained, that what I want to find out 
is: What would be required to cover expenditures for 


non-revenue producing improvements and betterments, let 
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us say, based on the years 1939 to 19492 

And then I might put on the record now that I 
want to know whether or not that fund will be ear- 
marked in any way as between the two items. 

Well then, Mr, Cooper, we will leave that, and 
I want to discuss with you some parts of Mr. Gordon's 
Statement. Will you take Volume 98 and turn to page 
18373, please? 

THE CHAIRMAN: What page of the document is it? 

MR. COVERT: I will find out in just a minute, 
my lord. It is at the top of page 4 of Mr. Gordon's 
statement. 

There he refers to: 

"A realistic capitalization of the Canadian 

National must of necessity be related to its future 

earning power." 

What I want to find out is how you would suggest 
calculating that future earning power? 

A. JI think the intent of that statement was to 
emphasize that a realistic Capitalization of the Canadian 
National should not be built on the historical record of 
the past, 

Q. You in effect ask us to relate it to the future 
earning power and I just want to know how you would 
arrive at it, or how that future earning power should be 
arrived at? Is there some method of calculating it? 

A. I have not given that any Study. The earnings 
of the Canadian National in the future will be related 
to the business activity of the country as a whole, 

Q. Yes? 

A. And if we know the trend of business activity 
for a period of years, I think we could reasonably fore- 


cast the gross earnings of the railway. 
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Q@. That is what I had in mind. You would forecast 
it by looking at the past, and I wondered if you had 
made any calculation as to what you would regard as 
possible future earning power? 

A. I have not done that. 

Q. That sort of makes it impossible to create a 
realistic capitalization and relate it to EG? 

A. Yes, it is difficult even to estimate our 
results for the year 1950. 

Q. Yes? 

A. We do not know, for example, what wage increases 
may emerge from the present negotiations. 

Q. Now then, on the same page and in the second 
paragraph Mr. Gordon referred to discernible trends which 
will be adverse to net earnings. And I want to point out 
to you that the Canadian Pacific, in its brief, seems to 
lay considerable emphasis on the growth and population 
of the country, and the trend of that growth, and the 
thought that it will provide greater traffic, a greater 
volume of traffic. 

I think they calculate what each person who comes 
to this country really contributes to the traffic of the 
railway. 

Has the Canadian National made a similar calculation? 

A. I wish to refer to the evidence which I gave at 
the beginning of my examination. It appears on page 
18464 where I said: 

"A. Yes, Mr. Fairweather and I have co- 
operated on that part of the submission which leads 
up to the recommendations made by the President. 

Mr. Fairweather and I have many times worked to- 

gether on problems which are both financial and 


economic. . . . Generally I furnish the factual 
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accounting information together with my views as an 

executive officer of the railway and Mr. Fairweather 

testifies as to the physical characteristics of the 
railway, its operations, and the economic Significance 
of the facts developed." 

Now, this paragraph, I submit, comes squarely 
under the phase of this Submission that is to be dealt 
with by Mr. Pairweather. 

I am not attempting to evade any cross- 
examination. 

Q. Oh, no, no; I would not Suggest that for a minute. 
If I ask you a question, you just tell me if Mr. Fairweather 
Will answer it. But I thought perhaps the matter had been 
discussed and that you had taken into calculation any 
estimates. But you say he will deal with it. 

A. I just call your attention to the fact that my 
evidence is really related to accounting, to factual 
accounting data, and on that Subject I am fair game for 
any question you might like to shoot at me. 

MR. O'DONNELL: I think Mr. Fairweather can 
answer it. 

MR. COVERT: Yes. 

MR. COVERT: Q. Well then, would the same 
also apply at the top of page 5 of Mr. Gordon's state- 
ment where he deals with future operations, where he 
says: 

"Future operations will be burdened to some 
extent by the deferred maintenance of property and 
the deferred renewal of equipment resulting from 
war services of the system." 

Then he goes on to discuss the question of 

inflation: 


"While, during the period of high earnings, 
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reserves were set up to meet such expense, they have 
been seriously depleted by post-war inflation." 

Will Mr. Fairweather deal with that too? And 
also with this question of inflation: 

"Inflation bears with particular severity on 
the Canadian National by reason of its relatively 
low-traffic density." 

Be WALess 

MR. O'DONNELL: Mr. Fairweather will deal with 
that. 

MR. COVERT: 9 Yes. 

MR. COVERT: Q. And the question of pricing 
themselves out of the market, that will be for Mr. Fair- 
weather; and at the bottom of page 5 and the top of 
page 6, referring to the construction of additional branch 
lines to develop the natural resources of the country, 
Mr. Gordon suggested: 


N 


. . they are not likely for many years to 


produce sufficient Pawan earnings to pay the 

additional expenses which they entail and the 

interest and depreciation on their capital cost." 

A. That is absolutely up Mr. Fairweather's alley. 

Q. Now, on page 18379, and on page 6 of Mr. Gordon's 
statement, he refers to the characteristics of the line 
and he says: 

"Tt is conceivable that in some years the 
property would do no better than meet its operating 
expenses. In good times it would be reasonable to 
expect fairly substantial earnings, For a 
property having these characteristics, it would be 
logical to consider that all of the capital 
Should be in the form of equity and that none of it 


should be interest-bearing." 


‘a 
Bh SS | 


found salt Sabi Limo 125 ot soe! a oir 


: | une lat wor i aah is” wet ot 


in : . 5 

i ; : 7 
Be a veetnaes eS a 
ii 
af t ': 
ru ‘ care on ga eee et ; 

¥ m sd a ees ten TGF sir ED — oi; : 
\ 1 oe \ o 2 hi ci ue Ay BAA Ba lee? ae he ae ra i 
t | | 
: + ‘ ¥ 

| ‘. 7 et ae ii ax RABE adgus) Ls x ® 

| ie ' Oy pepe :. Ee heey , Y 2: 

; } wT 4 > 
’ 

: hs Dae at ae ANGoe gh fre me more 
td wale ak i 1 mt eit veep sahe Ay! Be ee 
., ; 7 
| ee 
“a 


, 
j 
; he 
i J : 
} ay ‘es 
ey rh eet = a oe Wy a 7 
Y fe 4 a , 
: 2 ie 
eae Peay re an es : 
Ors (at sendin s i 2 iy y + 4 : 
[a4 
“# 
Phe tat ie Biqwin  eea Ny 
ta Sea : 
f 4 
Py . 5 ' n A 
Fhe A ‘g f 1 4 Taine? fi i 
: ie () + ait 
yee , iad ; ti eirey nS cM tis. ek go ty ag & : 
a ake é ia baba corn ae bes aot, Me aad ne F i 
the St oe RETEN sO ‘a bo to ae) - rhe lb 
| . efheshe oui. gb: 4 Saas i 
7 ‘ 7. * Sekar 
iy ; f x i ri) 
> re 
Y ! y 
: ont - > > ‘ = y Ns et 7, . te ager To rid 
; ert }  wyandh 40T View Sor Sue Foe id SAE 
} 3 Feese : a 
ne , : gD rk ; sh : 
‘ 2 . a +1 id > . 
a. 
i oe ig Be we woe a 
; 7* of el = 
' | Kent fs ihe By mn ee - i. A ) i Ios ; 
aes ” be “~ J Tt * pee te wey 5 We Lod Pe ies ‘ : 
e 1 
Way 
- ue a i lps Mb At an eee ae a oe, “ ‘ : 
f Se: paneer ee i PRIA. We Wie Mey at as 3 


Henly pagent sullen > . ; nex Noy ee ce oe : “hea f 
ae sree aries. es terms oferta “eat mE mt 


seem iage aah Tesae ear seldod om of Sib oo Chae wi 
= 5 i cf oe - : 


ode cs, PS See is he pe Be hs pee Pera as age ae 
ection ol Bien oy Sl: ces LOOE wal «ee badsin 50 


: a ai : ‘* ay i ( ; ‘ 
; ‘ 
a “f a ii Pt fe ea rie ie harper t rane * Gere : sae ae” 


si “ gies pene ae r ~ ; 
oe onan stoments wecaie gntved witeomcng 
i ’ r : » ; Py x Ca ay 


HH 


- 18689 - Mr. Cooper 


And the question I want to ask is whether or 
not in this case it might not be better to take the 
form of income bonds? 

we bre Clark’ 4- the Deputy Minister of Finance, 
told me once that he thought that income bonds were 
the lowest types of security. I do not know that I agree 
with him. I do not believe there is any marked advantage 
one way or the other. 

Personally I had always thought of these 
adjustments in terms of income bonds, certainly so far 
as it was related to the repatriated securities. 

But that is not the view of the President or 
of our directors. And they have recommended shares of 
common stock. I think it would be quite improper on 
my part to suggest Something different from what my 
President has suggested. 

COMMISSIONER INNIS: Q. I presume that is 
the position of your board of directors as well, 
because, after all, your President has only been in 
that office for a comparatively short time? 

A. Yes.’ And he distinctly says that the proposal 
Submitted to you has the approval of his board of 
directors. 

COMMISSIONER INNIS: Concurrence means con- 
currence. 

MR. O'DONNELL: That appears at the bottom 
of page 15, 

MR. COVERT: Q. Now, on page 18379, and again 
at the bottom of page 6 of Mr. Gordon's statement, he 
Said: 

"After careful study I have come to the con- 

clusion that to show results of operation which 


would meet commercial tests, the amount of interest- 
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bearing capital which may be included in a restatement 


of the capital structure should be of relatively 


Small proportions, in contrast to the present interest- 


bearing capitalization of $1,344,000,000." 

Now I just want to know, Mr. Cooper, what you 
think "commercial tests" are, and what the application of 
that would be? 

A. I think a commercial test would be the ability to 


carry the charge. 


Q. The ability of the railway to service the interest 


charges on the funded debt? 

Ha 8A gair 

Q. That is your interpretation of the words "com- 
mercial test" there? Is that correct? 

A. Well, a commercial test might go further than 
merely meeting the interest on the fixed charge debt. It 
would naturally expect that there would be some return on 
the equity capital. 

Q. I wondered if you thought, for example, there 
Should be a relationship between the funded debt and 
the equity capital? Is that one of the commercial tests? 

A. Yes, that is one of the usual tests. 

Q. And I gather you think that should be applied in 
this case? 

A. Not entirely on a strict commercial basis, be- 
cause of the reasons which have been pointed out, that 
the Canadian National Railways is expected to do many 
things which a commercial enterprise as such would not 
be expected to do. 

I believe myself the problem of the Canadian 
National Railways cannot be compared precisely with that 
of another railway or that of any organization. 


I think one has to consider all the factors 
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that are in the situation, and that is what has been done; 


and out of that consideration these proposals have emerged, 


and they represent the best Judgment of the President. 

Q@. Yes. Well now, let me make my position clear. 
The proposals have been advanced to the Commission? 

A» Wes. 

Q. And I conceive it my duty to test them and 
make sure that they are fully understood. And I just want 
to find out, when they show or come to a conclusion after 
careful study, that they should meet commercial tests, 

I just want to find out what that means. 

I did want to find out, for example, if you felt 
there should be some relationship between equity capital 
and the funded debt, if that is one of the commercial 
tests? 

A. I would say that if the rate structure would 
Stand it, there should be a return on equityrecapital , .but 
I would not think that the entire amount of capital is 
entitled to what might be called a commercial rate of 
return. 

Q. No? 

A. But the entire equity capital might be entitled 
to a small rate of return, yes; and I showed this morning 


that -- 


Q. It came to about three-quarters of one per cent? 

A. That on recapitalization, that the net income 
for the year 1949 would be three-quarters of one per cent 
on the equity capital. 

Q. That is right, and even including certain adjust- 
ments which you have made in that exhibit? 

A. Yes. I have stated it in that as favourably as 
it is possible to state it. 
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Statement is based on gross earnings of $533,000,000. 

COMMISSIONER ANGUS: Q. Was not that three- 
quarters of one per cent calculated without allowing for 
the surplus which you say the railways should have? 

A. The surplus of $13,000,000? 

Q. The three-quarters of one per cent? 

A, 685. 819. 

Q. Can you say that you are making a return on your 
equity capital, and the surplus, if you are using the same 
sum -- 

A. I think the surplus is a return on equity capital. 

Q. And is something to come and go on? 

A. Something to come and go on, and it is a return 
on equity capital. 

Q. You identify those two things? 

A. I think everything, after the payment of fixed 
charges, is a return of equity capital, Whether you dis- 
tribute it or put it back into the business is a matter 
of judgment. 

Q. And when you say you think the Canadian National 
Railways should make a return on their equity capital, 
you do not mean after providing for a reasonable surplus? 

MR. O'DONNELL: I think in the sense you were 
apparently using the word "surplus" there, I do not think 
that is the fact. 

In the Board of Transport Commissioners! judgment, 
a just and reasonable rate was fixed on the basis of 
requirements, and requirements being operating expenses, 
interest a 
requirements, a reasonable dividend and reasonable surplus. 

Now, that rate being fixed, the proceeds of that 
rate, in the case of the Canadian National, go to the 


Canadian National, and with those proceeds we include 
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the surplus to come and go on, or the additions and 
betterments amount, or whatever it is. It has been 
termed differently by different people. It includes 
that, end after having received that just and reasonable 
rete with this surplus ellowence in it, then the item 
of surplus which Mr. Cooper Speaks of is what remains 
after we have paid our operating expenses and interest 
charges. 

I think the words ere used in two different 


senses, 
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MR COVEET: Q. What I wanted to find out, Mr, 


Cooper, first, was, do you 


Similar relationship betwee 


think that there should be oe 


n equity capitel end funded 


debt in the case of the C.N.R. es in other railweys? 


A. I think the factors in our situstion justify the 


relationship in the case of 


than would be the ordinary 


capital. 
Qe lhssk. ig.—- 
A. Did I say smaller? 
Q. Yes. 
A 


equity capiteal being smaller 


ratio of equity capital to total 


- <I meen that our proportion should be higher. 


MR O'DONNELL: Q. 
then fixed charge debt. 
Aw. Yes, 


You should have more equity 


MR COVERT: Q. Than in the case of 3 privately- 


owned railway? 
A. I. prefer to speak 


I think there sre factors i 


of the Canadian National Railway. 


n the Canesdiean,Netional situs- 


tion which justify a very high ratio of equity capital to 


totel capital. 

Q. I suppose thet is 
do not apply? 

A. They do not apply 
the word "commercial test" 
Some sort of return on our 
paying our fixed charges. 

Q. The usual reasons 


Capital and funded debt do 


one case where commercial tests 


identically. I think that, using 
in a broad sense, we should get 
equity capitel in addition to 

I. .d0,. 

for relationship between equity 


not apply in the case of the 


C.N.R. as they would in 2 privately-owned company, do they? 


A. Well, you see, you 


r comparison is so broed. 


Q. I was under the impression that the reasons for 


having a proportion of the 


total capitel in funded debt 
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were these: First, thet the emount of the funded debt 
shoudd not be es great 9s the value of the property -- in 
other words, there should be Some leeway for security -- 
and, second, that the earnings, especially for funded debt, 
should certainly always be sufficient to service thet debt? 

Poe Yess 

Q. And the reason for having a proportion of equity 
cepital was thst in times of depression you should have 
some of your capital upon which you may not have to pay a 
return? 

A. That is so, 

Q. Those considerations would not apply in the case of 
the Canadian National? 

A. In fixing the amount of fixed charge debt for any 
enterprise there must be regard for the ability to service 
that debt. If you were to submit a recapitalization pro- 
posal to the Interstate Commerce Commission they would went 
to determine the emount of net earnings that would be 
evailable under 911 conditions. Hoving determined that 
emount, they would fix the amount of permissible fixed 
charge debt. Now, if that is fixed, only the balance, 
irrespective of the proportion, can take the form of equity 
capital. So the amount of equity capitel is determined by 
the protection that net earnings afford to the fixed charge 
debt. It is not to be determined by some erbitrery propor- 
tion such as sixty end forty or anything of that sort. In 
our case we say that the ordinary reletionship between the 
two should not be used, 

Q. Then do I understand you, Mr. Cooper? You say 
thet in the case of the Canadian National the ordinary 
relationship should not be used? 

AetLt dog 


Q. And the reason for that is? 
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A. For example, in 1949 we ae $4 million which 
w2S available for the payment of interest, Now, how much 
fixed charge debt would thot justify? A very smell 
amount. 

Q. Well, you would not Sey, then, because of thet, 
Mr. Cooper, would you, that you should only have as funded 
debt that would carry $4 million of Service charges? 

A. We must teke into account the ownership of the 
Canadian Nationsl, we must teke into account that its 
funded debt is guaranteed by Coneda, and you cannot alter 
thet fact; it is there. Our funded debt position depends 
not so much on our ability to meet the interest es it does 
on the security of Canada behind our obligation, 

Q. I think that is 3 very important point thet should 
always be taken into considerstion in dealing with the 
funded debt of the Canadian National. Wouldn't you agree? 

Bie ULES, 

COMMISSIONER ANGUS: Q. From the stendpoint of the 
publicly-owned reilwey I suppose having fixed charges st 311 
is simply shell we Say 3a regrettable eccident; there is no 
purpose in having them, is there? 

A. Well, yes, I think that there are adventages in 
having railway securities financed by public issues, 
Equipment trust notes, for example, is 9 method of financing 
the purchase of new equipment. It is very popular. The 
bonking houses, investment houses, like to have those 


Securities. I think, taking thet as an example, that would 


be 2 good reason why, apart from all the other considerations, 


Some proportion of our funded debt Should be held by the 
public. But our present funded debt is very much the result 
of what came over in 1923. It has not been scaled down a 
Great deal. In 1923 it wes $804 million, and et the present 
time I think it is $574 million, 


: ap: ras a 


Hae Palas 


eat seit pees rt a sate restos) : 


sag fa TOAMRO don bis ceberies ud. paatacnseR ak deb : eae rita 
aodeqeh Holytacs 33h pba’! oH) aS at oh atest deity ATT hs: 
pach o£ ay yeosogat aide tom od ‘gate ane a one ea von. © i 
i see fbsgh ite ao bread souae® ae attases, aiid 0 5 on 

Byes gol? gnbog ad ee at see ‘anekets - ye ee 
| ee rit lw aE Look” at fold akebLesme| ead nensd od ayewle er | 
: Cqeame Gey srgptesy ,fenorsed eabase ed 4 vided: bobagt 

| eat sh 


ae te MAIC gs eee wet OL a i 


fis et ROHS ei) ‘heteee geiiwess gHogdus i “eiitzes bates ylosidig 
on Ar ottrid iidohiess ot RE al s gen ew Lface yiqibes et 
Sauget’ eh wend wakved ot seoqrud’ aan 


ti gynl ‘on Fk si eg eeane aah: 2 ALES 1 4 o9y vesew oe: 


caves ¢ ahidug i piblein a: aged nest eowktor gatved ra 
ae, ia ave oi Hs Be Apets Gi BLK od qin ioe (eeden ToS <email be, a 
et DE a ‘4 ics Ge ait , iSiaee tee! waMt Ae OF stipe arid 7 
Ph oe pee aa eks arth! ohh vat gett Fooeeownt ee e messin? a i i 
pete aide anda mi ae - eat wetted geeks o eaitieaset, As i 


nee SISAL, - ares: ey ifs acres homes ee Heese. bees 6, 9G.- + 
3 BS UG BL SP yoales deed Rots ane ae qo Rito eaten | 
iaget se Gaye ue BS See pethait’ Penang see res ett: 
in sera belese: oe ium Be tae ER ba see < aus Seale 


ee | ont Soe oe He ae: 


-18701- Mr. Cooper 


MR COVERT: Q,. What I really wanted to come to 
was this, Mr. Cooper, thet for instance in the case of a 
privately-owned railway the funded debt «* must not be so 
great that it would be impossible to raise equity capital, 
and thet by and lerge through the good end bad years the 
income from operations will be such that the equity 
capital is likely to have a fair return? 

A, You ere speaking of the privately-owned roilway? 

Q. Yes. 

Rey Vessco MGll, bhat 18 not my affair: 

Q. No, but I em saying thet thst consideration would 
not epply with equal force to the Canadien National? 

AG NOs OC OG Unink so, 

Q. You may recall in your brief, Mr. Cooper, dealing 
with depreciation, you point out thet it is 9 state-owned 
railway and it is in 6 class by itself, and this greatly 
minimizes the importance of depreciation eccounting. You 
will recall that? 

me G1 < Pen Sis fe Be 

Q@. And I suppose the same really applies to your 
capital structure? 

A. I think the fact that we are a state-owned railway 
has a very definite bearing on the cepital structure of the 
Canadian Nationel, I think one thing, too, could be edded 
there, that if it were not for the Government ownership 
of the Canadien National all the capital would be in the 
form of equity capital, because the earning record of the 
company would not justify any fixed charge debt. 

Q. In other words, if the railways had gone through 
a8 reorganization, you say they would probably have head to 
use income bonds in 2 reorganization? 


A. That might have been one way, yes. 
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Q. I thought, es a matter of fact, Mr. Cooper, that 
we were not far apart on thet, because I think there was 
another place in the brief on depreciation; again I think 
you suggested that the value of the obligations of the 
C.N.R. depended on the guerantee by the Canadisn Government? 

A. Yes. I said yesterday thet if it were not for 
the availability of Government credit we could never have 
Carr lee on se eid. 

Q.- You do not think, then, that as a result of that 
any relationship between your funded debt and equity capital 
is relatively unimportant? 

A. I think the amount of the fixed charge debt 
Should be related to the earning power of the railway. 

Q@. That is right. In other words, whet I want to 
find out is, first, if you think there should be any rela- 
tionship between that snd the equity capital, or if the 
relationship really should be mede to the earning power? 

A. I think it should be made first to the earning 
power -- that would decide the amount of fixed charge debt 
-- and the balance should be equity. 

Q.- Now would you turn to pege 18384 -- page 12, Mr. 
Chairman, of Mr. Gordon's statement. In the penultimate 
peragraph on page 12 you say: 

"Consideration must also be given to the situation 
created recently through the entrustment to Canadian 
National of the Newfoundland Railway and Steamship 
Services and the Temiscouata Railway." 

I wanted to ask you first if you knew why these two railways 
were entrusted to the C.N.R. System in this manner rather 
than treated as perhaps the Hudson's Bay Railway is. Now, 
if it is 3 matter of Government policy, and the C.N.R. hes 
nothing to do with it, just let us know, but if there were 
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Assit is essentislly a matter of Government policy. 

0. i Bee, Now, my understanding is, Mr. Cooper, 
that the Hutison's Bsy System is not brought into your 
accounts? 

A. No, it is not in our accounts. We manage the 
railway, but the revenues and expenses sre for account of 
Government and do not enter into our System figures at oll. 

Q. That, in your view, I take it, Mr. Cooper, is 3 
preferable manner from the point of view of the Cenedion 
National? 

A. Par be it from me to criticize Government policy. 

Q. Perhaps I should not have asked it, I just wanted 
to find out, for instance, a situation like that, sat 
least the morale of the employees of the Canadian Nationsl 
is not affected by a situation such as exists on the 
Hudson's Bay Railway? 

A, Well, expressing 3 personal opinion, I would say 
Hudson's Bay Roilway should be in the National Railway 
System, provided thst the errengement between Government 
end the railwey was an equitable one. I believe myself 
personally that all Government -owned railways in Canada 
Should be in the Canadien Nationol System, 

Q. Does it lend to better operation? 

A. We do operate the Hudson's Bay Railway. 

Q. Well, I think the reasons that you suggest thet 
might be very interesting to the Commission? 

A. The reason. why the Hudson's Bay Railway was not 
included in the system was that it has never been completed, 
Por axlong period of time it was always opereted as 
under construction. 

Q. Wesn't it in once and then taken out? 

A. It was in in 1923 and it wes teken out in 1926, 

THE CHAIRMAN: Q. Well, is it still uncompleted 
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in that sense of the word? Is it still under construction? 

A. Today, sir, I think it would be considered es 
having been completed, but for a long period of time, I 
would say certainly into the thirties, it was considered 
as under construction, 

Q@. Into the thirties? 

Ay Yeas sir. 

Q. Then I suppose that now all information concerning 
that railway, its financing and so on, is to be obtained 
by us from the Department of Transport; is that so? 

Ay L think'soytyes. 

Q. Not from you? 

A. No. We do keep the accounts, but we turn them 
over to the Department of Transport and they bring down 
a vote in the House, and we have nothing further to do with 
it. We are in the position of en agent or a manager, and 
we get a small fee for managing that railway. 

MR COVERT: Q. On page 18385, which is page 13 

of Mr. Gordon's statement, it states: 

"Large amounts of capital have been spent upon 
development branch lines, the whole cost of which by 
necessity has been provided by the issue of interest- 
bearing obligations, whereas in sound financing 
procedure, a substantial percentage of the cost should 
have taken the form of equity finoncing. The amounts 
SO expended totel $85,000,000, end if a minimum of 
40% be taken as the amount which should represent 
equity capital, the cepital burden of the Canadian 
National is in this respect excessive to the extent 
of $34,000,000." 

Now, I was not sure, but are you to furnish 3 list of 
those roads, Mr. O'Donnell? 


MR O'DONNELL: I don't renember. 
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THE WITNESS: We promised to do thet, Mr, 
O'Donnell, 

MR COVERT: That is the one that hes been 
promised, 

COMMISSIONER INNIS: Q,. What rate of interest 
would you have to pay for equity financing for brench lines? 

A. I do not understend that question. What rate of | 
interest would we have to pay for equity capital? 

ALnexe Sy 

A. M@herelis no» fixed charge on equity capital, 

Q. I know there is no fixed charge, but what would 
you regard as attractive from the standpoint of the market? 

A. In this proposal it is Saying in effect that the 
Government should provide 40 per cent of the cost of build- 
ing these development lines. Theat is to ssy, that it should 
be capital which would be free of 9 fixed interest charge. 

Q. I an thinking of your sentence, "A substantisl 
percentage of the cost should have taken the form of equity 
financing." You sre still thinking of thot as being 
within the Government; you ere not thinking of flosting it 
on the market? 

A. I think that 311 the stock ownership of the 
Canedian National Roilwsy System should be in the Canadien 
Government , 

THE CHAIRMAN: Q. Tell me this: The word 
"development" there might or might not have the meaning 
that I em wondering ebout. Are all branch lines to be 
considered here es being included in this term "develop- 
ment branch lines"? 

A. My lord, that is a matter that--- 

Q. Or are some of these brranch lines developmental 
and others not so, just feeders., necessary feeders to the 


main lines? 
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A, The economic usefulnéss of those branch lines is 
@ matter which Mr. Fairweather is prepared to discuss, 
and I think you would get better information from him. 

Q. You speak of the amounts so expended, and so on, 
$85 million; is the reference there made to all your 
branch lines or only to certsin ones which you designate 
es being development branch lines? 

A. Sir, it is the amount which has been spent on 
development lines since 1923, 

Q. Not all your branch lines? 

Miw Noy isin, 

Q. And you say Mr. Foirweather can tell us 811 that——- 

A. He has a list of those branch lines, yes. 

COMMISSIONER ANGUS: Q. Have these lines added 
to the general earning power of the system? 

A. Yes. 

THE CHAIRMAN: Q. Might one say this, that they 
8re lines which the railway itself as a company would not 
have built? 

A. I would not go as far as that, my lord, 

Q. You would not go as far as that? 

Rin «NOs Sire. 

THE CHAIRM:N: Well, Mr. Fairweather perhaps will 
give us further information on that. 

MR COVERT: Q. ‘There was one point that struck 
me there in that same paragraph, Mr. Cooper. What is the 
present proportion of funded debt and equity capitel in 
the Canadian Nationel? 

A. In 1948 it wes 36.7 in the form of equity capitel 
and 63.3 in the form of interest-bearing debt. 

Q. That is pretty close to sixty-forty, ond that is 
the seme thing thet you suggest in that paragraph; is that 
right? 
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A. We are not Suggesting that 60 per cent of our 
totel capitel should be in the form of interest-besring 
debt, : 

Q.. No, ind. 

A. But this does Say that in financing the construc- 
tion of development lines at least 40 per cent of the 
funds should come to us from the Government free of interest, 
That is whet thet statement soys. 

Q. I just wented to see how that compared with the 
present proportion between the two. Now, at page 18386, 
which is at the bottom of pege 13 and page 14 of Mr. 
Gordon's statement--- 

THE CHAIRMAN: You are going to start s new 
subject? 
MR COVERT: Ves, ear, 


---The Commission adjourned at 1:00 p.m., to meet egein 
at 2:45 p.m. 
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OTTAWA’,. ONTARIO 
MARCH 21, 1950. 


A-FTERNOON Se! SL eee 
re ea 
T. H. COOPER - Recalled 
EXAMINATION BY MR, F. M. COVERT KsCes. Cont'd, 
et A 


THE CHAIRMAN: Very well, Mr. Covert. 

MR. COVERT: Q. Now, Mr. Cooper, would you take 
Mr. Gordon's statement and look at the bottom of page 13, 
and continuing on to page 14, under the heading of "Summary", 
where he says:- 

"SUMMARY 

Summarizing the above, the following 

statement of excessive capital burden upon 

the Canadian National system is obtained:...” 

And then he sets out those various amounts which total 
$1,533,000,000. 

I want to direct your attention first to the use of 
the words "excessive capital burden upon the Canadian 
National System". This would seem to indicate that on the 
basis of these calculations which I think you say are 
conservative, there is a capital burden in the Canadian 
National System which is excessive to the extent of 
$1,533,000,000. 

Now, according to the balance sheet of the Canadian 
National, I think your total capital is approximately 
$2,118,000,000 odd, made up of funded debt in the public, 

$584,000, 000, Government of Canada loans, 


$760,000,000, and proprietors! equity of $774,000,000. 
Now, if you have an excessive capital burden 
of $1,533,000,000, your proper capital, after eliminating 


the excess, would be about $585,000,000. Would that be 


right? 
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A. The figures would be right, yes. 

Q. Well now, does that mean that of your total 
capital, $1,533,000,000 should not be funded debt? 

THE CHAIRMAN: Will you please repeat? 

MR. COVERT: Q. Does that mean that of your 
total capital, $1,533,000,000 of that should not be 
funded debt, and that that would leave you a funded debt 
of about $585,000,000, which is just about the amount in 
the hands of the public? 

A. No, I do not think that is so. 

Q. What I was trying to arrive at is the connection 
between this figure of $1,533,000,000 and your total 
capital? 

A. The figure of $1,533,000,000 is more precisely 
termed capital debt burden, including the negative capital. 

Q. Yes? 

A. As has been said, it is really the capitalization 
of an annual deficit on the non-remunerative parts of the 
System. There is no suggestion there that the total 
capitalization of $2,118,970,131.93 is too high. 

I was at some pains to reduce that to a per 
mile of road, and I made a comparison with our costs 
per mile of road with the costs of roads and with the 
Canadian Pacific, and I proved, at least to my own satis- 
faction, that our costs were not excessive. 

In our main statement we have declared that in 
our opinion there is no need to reduce the total 
capitalization; but what is needed is a more equitable 
division of the total capital as between the portion 
which carries the fixed charges and that which does not. 

Q. What I was trying to do was to relate it to 
that phrase "the excessive capital burden upon the Cand 


Canadian National System", which seems to be the 


nko . a 
aT RIa Sy Dey o8 “date bbe S oie oo oe ci siieaon 


2 ‘ At 


Stoeger. RES EAEOYS gtaw MAMAN eT NTT AN 


Aa 


a sbily . ; gM 
Shep RYO SO A ANT Hag teas Reed SuQ RSD. AM, batt Pa 
iP 3d. 20m. Diwede. F agit 25. C60 O00 LEG. Le yfestgso: ‘Laset ea ey 


» ,tdob. bebarl suey eek Bivowtaa ene ons gddob- petals 10 
: nd oe ’ ‘ 


t 1] 
‘ Gar hited ote \ if 
axle so eae ic 5 ‘ i He EB Saye ts a QD ni ‘ ‘ ah 4 & s 
‘ ; Mp 
| id 4 rs ry 7 4. a ent as - fuel ’ a 
i ~ ce im \g 5 1 “™ eo om CRD eh ry as al 
i alata se eke TATE SS RE ete cs a BOY; >» wes sate ae 
Ala % ie SS Aah 4 M j 
y 
: fi : A ; ; 
i gid Sh aan oe OPe co ee Geb teas te key cooweed . > ia 
7 ; ? eRe we Pe Se a NR 2 ‘ aes " rai , 
j Ay ined Had F UH A¢ La cok: it eke: Nt rage i Awe! ne wi saa pe . 7 
: : 2 a = < F ae ’ Ke 7 
; : : } 
fad P , “ =| ¢ 
: as I cus ta! he 
Ps "7 - Pan i 
, > aes J 
j - : * ae ~ P 
re . 4 Pe 
1 s ‘ 4 ea Spe ‘ 
1 ALS tae 908, Fee ihe ikO SWE LT MHD us 1 ee 
‘ ott \ - ae x f 
y » - 5 : 
* fo 3 ; 
‘ ~ a 4 rider rors Ae Y ! 
ast (4 ry eas >) i oot eH x tt 2k nit al tn ‘al wu Blaie i Pa} TL raz e is p 
acct % a z Wier or 
PS as 7 — ss 
es eh ee yt OE i 
si - [heen 
| a 4 * at | mst - Moxey, t Mires toca hs 2, 2 - 4 
Dek Sig Toke eta UhINe ~ -Wisive Kies cas, val uae oa ON np § Ie ost ce a3 Win 
Saeko 5, ts 
ic i 
Rs *% 
as 5 vb pe wae Lavigne Pe © ra tes . aE ee EY Mee aT vy c F \ 
Are ry? : PEE GLIA PROTEST EO OE aa Lees 3 % 4“ } 
~ ‘ne a ‘ * 
~% 4 
- - i 
¥: P P i ye ey =: pains, eee Te i 
PPCd i yey PUSS CR SEY Se come {eh 7), tRoerers a 
‘ re 3 “ - " i au ae 
7 ‘ 
2 ’ =e oe Om eee aa WY ot SHULD hd ee a ‘egestas ie oe eee phe Be eee 
J ‘ 5 Poa. a a Oo ar ae re {.? Roe 2 as. eee 6 £37) Se Ad: Co eG AS 2S 
‘ o See: we cE ey ee hss Eee acid Ci =; 
2 q 
7 a ke 
* e A “ VA eet 
ets DLS witha tA SATS bo GAR pee ines Oe SED PS ee 
{ *, al Pieity es 3 s — hey ‘ 
"i Mee ~ Or a ee es ek a sO | , 
ats ae BA f Hee t itt z Dew | f ft es Y| kL Riypree i ee tr RS ee poy a be 
. i ‘ 
we a> aye Ue eat ie? + mg ee ie noe ud Y 
eel Ba hu LA DAE AOE Oo & DAs & ae ait Ww Je Cy 40. ALi XO boat 
chee iS Per tS é am ; M abs oN ; 
i" + Le ri 8 at os 
oe et ee ita at O Paper. | ae Pee Posy tal epee : » ie ek % 7 
y AP aS a 4 = EE) Nae ces : Lee a p07 3) 4 ’ 
: he oie Meare iP eee ‘ping Pb ry 
a) ¥ apes Er ay HOS ny ‘ int ‘3 D aa P c to es .* at : 
TAGE BS 2 ‘abe ie “SO : Tee ae ad 


oF Soom i aky ents notre “5350 . 


Sob: Sache ee ee 


poljaag ade neowied as Lebfqra Caged sit $0 sonetvih: 


ae Bonk seele Fall bas asartaiis he anh ant, aehorga Hoagie 
, wf = Fé 7 


ie Ts 23 CLO Se eR ah of mareat, snk a oak 
oe oct 7M Mobi ettgne auinnana 083 


2 oe i Re ckopbiet Caetog | i 


ie? — 7 


et ‘jy SS ae 1 


= LEtAO = Mr. Cooper 


$1, 533,000,000. 

A. I would be inclined to add the word "debt" after 
the word "capital" there. 

Q. Capital debt burden? 

A. Yes. That is, of course, in excess of our total 
debt burden, and the excess is brought about by introducing 
what has been termed "Negative Capital", 

Q. What I was trying to do was to see if there was 
any connection between this figure of $1,533,000,000 and 
the present recommendation? 

A. Well, on the one hand, you have a celiling: 

Q. Yes’ 

A. If you like, of $1,533,000,000, and on the other 
hand you have a floor, if you like, of $760,000,000, which 
is the debt held by the public. It is in between those 
two figures that a meeting point had to be reached. 

Q. I see; and the real purpose of this was to show 
a célling., ITisee. I think that explains it, 

THE CHAIRMAN: What is the figure just given 
by Mr. Cooper about the amount held by the public? I see 
$760,000,000. Does it happen to be the same figure, about? 

MR. COVERT: No. $584,000,000 I think it is. 

THE CHAIRMAN: The amount held by the public; 
and it is the public we are concerned with. And that 
amount should read $584,000,000 and not $760,000,000? 

Is that right? 

MR. O'DONNELL: Yes, I think so. That is, the 
second figure on page 13, instead of being $760,494,825.11, 
it should read $584,232,268. 

MR. COVERT: Q. And on the same page, Mr. Cooper, 
in connection with the same thing, I notice that in the 


last paragraph, Mr. Gordon submitted as follows: 
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"It is submitted that by ordinary commercial 
Standards, the entire interest-bearing capital should 
be converted to equity capital. However, in view of 
the practical difficulty in the way of converting the 
interest-bearing capital in the hands of the public 
into ‘equity capital. at this tinier’. i" 

I suppose you are, perhaps, in somewhat the same 
position that you were before; but half a loaf is better 
than no loaf, and this ceiling is given so that perhaps 
you may come back again? 

A. I do not think so. I do not think there is any 
Suggestion that it is a half-way adjustment. 
Q@. Mr. O'Donnell says it is for once and for all? 

MR. O'DONNELL: This is the adjustment of adjust- 
ments. We have been waiting for it for thirty years. 

THE WITNESS: If we were tied down to the 
$584,000,000, because that is held in the public, and we 
Said we cannot touch that, we must go on with it on our 
Shoulders as a burden, we would say it is only a partial 
adjustment. But the introduction of the $300,000,000 
figure is a method by which we can get around the dif- 
ficulty that always existed in any attempt to adjust the 
capital structure of the railway. 

THE CHAIRMAN: You show here how you would reduce 
it? 

MR. O'DONNELL: In so far as the debt in the 
hands of the public is concerned. 

THE CHAIRMAN: It could be drawn on from time 
to time to retire interest-bearing obligations in the 
hands of the public"? 

THE WITNESS: Yes, sir. 

THE CHAIRMAN: Q. "Or for capital additions to 


the property"? 


- A at 


ok oe #6 eabnias sete 


ae Ral 


east ad 
- » 


= EPO ALS Mr. Cooper 


A. And if that adjustment were carried through, as 
it might be in a few years time, and had been all eaten 
up by debt retirement, then we would have brought our 
funded debt in the hands of the public down to a point 
where we think it should be. 

MR vCOVERT s) = Qe (That is, approximately, the 
$584 ,000,000 less the $300 ,000,000? 

a. Yes, sir. 

Q. Now, on page 15 -- 

THE CHAIRMAN: Q. I think we might as well 


inquire as to what is the value or use of this: 


"The necessary amount of equity stock to be given to the 
Government." Does that mean anything? 

A. Not a great deal, Mr. Chairman, no. 

MR. COVERT: That is in paragraph 2 on page 15, 
my lord. That is really, I suppose, a method of balancing 
your balance sheet, putting the $300,000,000 on one side 
as against -- 
THE WITNESS: Yes, without reducing our total 
capitalization, yes. 
MR. COVERT: Q. Yes, and in effect what it 
does is to enable you to raise $300,000,000 of equity 
capital? 
A. And use the proceeds either for the redemption 
of debt, or for additional capital expenditure. 

Q. That is the purpose of it? 

A. That is correct. 

Q. In paragraph 3 on page 15 Mr. Gordon refers to 

this: 

"Puture development lines should be financed 

to the extent of not more than 60 per cent by interest- 

bearing securities, the balance to be supplied by the 


Government against the issue by Canadian National of 
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a commensurate amount of equity stock." 

That would mean that if you borrowed, let us say, 
$100 for that purpose, $60 of it would be in bonds, and 
$40 of it would be in stock. And if you obtained, for 
instance, your bonds at 3 per cent, you would be borrowing 
the $100 at an interest rate of about 1.8 per cent? 

id hee. 


(Page 18718 follows) 
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THE CHAIRMAN: In those lines I also under- 
Stand are lines to be selected by the Railway itself for 
building, not to be imposed upon it in any way. Isn't 
that the result of what Mr. Gordon added? 

MR. COVERT: Yes, I was going to deal with 
that, Mr. Chairman. You will find it on page 18387 of 
the evidence. Mr. Gordon said:- 

"In saying what I have just said on 

this particular point, I would definitely 

wish to emphasize and make clear that there 

is no intention on the part of the Canadian 

National Railways to undertake the con- 

struction of any and all railways which 

might in the future be Suggested, even if 

40% of the capital were to be provided by 

way of equity stock. The Canadian National 

Railways should be free to consider on its 

own merits each individual case of develop- 

mental line which might be proposed in 

the future." 

Now, I thought that perhaps that might have a little 
clerification when he says "might in the future be 
suggested". I just wondered, "suggested" by whom? 

A. What was that page? 

Q. It is right at the bottom of 18387. 

A. Well, the President wished to make it perfectly 
clear that because he had said that not more than 60% of 
the cost of development lines should carry an interest 
charge, he was not inferring that assuming that arrange- 
ment were offered to the Canadian National Railways, that 
he would automatically agree to the construction of the 


line. He feels that each project should be considered on 
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its merits, and that the management of the Canadian 
National should be free to decide whether it will or 
it will not go ahead with such a project. 
Q. Yes, I think that may be very important, Mr. 
Cooper, because in other words, if the capital is to 
be put up by the Government, the whole of it, and if they 
suggested a line, the position that Mr. Gordon then takes 
is, that the management of the Canadian National Railways 
would consider it on its merits and would have the right 
to say "no". 
A. That is the policy of the Canadian National 
Railways in these matters, yes. 
Q. Do you think as a practical question that any 
owner of 100% of the stock can be said "no" to? 
THE CHAIRMAN: Would you please repeat that? 
MR. COVERT: I asked as a practical matter 
if you could say "no" to the owner of 100% of the stock, 
lending the money. I just wanted to find out. 
A. In my opinion one could say "no" and one 
could hold that position with a degree of strength. 
Q. Now, Mr. Cooper, I want to come back to these 
Surplus earnings again. 
THE CHAIRMAN: Pardon me a moment then. 
Would this limitation on the obligation of the Company 
to build new railways apply also to taking over railways, 
if there are any left, which are insolvent or for other 
reasons unremunerative - which form part of your case, 
you see. 
A, I think the railway management would wish 
to have some freedom as to whether it should or should 


not take over. 
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Q. When you say "some freedom" I presume you mean 
"all freedom"? 
A. No, sir, I think that a point can be reached, 
as was reached in the case of Newfoundland - - 
Q. Well, isn't that what Mr. Gordon must be 
taken to mean in this interjection of his after paragraph 
see 
",..there is no intention on the part 
of Canadian National Railways to undertake 
the construction of any and all railways 
which might in the future be Suggested.... 
The Canadian National Railways should be 
free to consider on its own merits each 
individual case of developmental line which 
might be proposed in the future." 
I am wondering then whether the same policy is desired 
by you in the case of lines which are not to be built, 
Or which are there and which are unremunerative, insolvent 
or otherwise undesirable which you might be asked to 
take over? 
A. I think that can be inferred, my lord, yes. 
MR. O'DONNELL: Some arrangement would have 
to be made equitably. 
MR. COVERT: 9. To preserve that freedom 
Should there be some statutory provision? 
THE CHAIRMAN: Perhaps, Mr. O'Donnell, 
you could tell us more about this? 
MR. O'DONNELL: I assume what Mr. Cooper 
has in mind - - | 
THE CHAIRMAN: No, it is what Mr. Gordon 


had in mind. 
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MR. O'DONNELL: Yes, but with respect to 
what Mr. Gordon has in mind, is that any line which it 
might be suggested should be taken Over by the Canadian 
National should be taken over on terms. There would 
have to be some allowance made by reason of the fact 
that it was an unremunerative proposition, some equitable 
adjustment so that the overall position of the Canadian 
National would not be adversely affected. 

THE CHAIRMAN; In the result would the Canadian 
National have the final say as to whether or not - - 

MR. O'DONNELL: Well, I don't suppose it 
would. 

THE CHAIRMAN: Well, somebody must tell us, 
you see, 

MR. O'DONNELL: Mr. Gordon's paragraph there 
relates solely to future development lines. 

~THE CHAIRMAN: No, it relates solely to lines 
to be built, and if I understand Mr. Gordon's statement 
he says it is the railway who ‘should decide whether or 
not a new line will be built. Now running throughout 
this case there are the difficulties which arise over 
the taking over of unremunerative or insolvent lines 
by the Company, and I am just wondering whether this 
attitude taken here by Mr. Gordon is intended to apply 
to the taking over of other lines. I don't know whether 
there are any left in Canada I must say, but if there are. 

MR. O'DONNELL: Well, as your lordship 
remembers, under the Canadian National Railways Act, 
Chapter 172 in the Revised Statutes1927, there is 
that provision for the entrustment by Order-in-Council 


to the Company of the management and operation of any 


railway property or works vested in 
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His Majesty. I would imagine that Mr. Gordon would certainly 
be inclined to make the nedt deal possible in any cir- 
cumstances where the entrustment of a railroad were to be 
given to him. 

THE CHAIRMAN: The point is important in this 
way. We are looking to the future, you see, and I think 
Mr. Cooper just said there is no intention of coming back 
again from time to time. Now, what is the desire of the 
corporation for the future? Is it to be left entirely 
free both as to the branch lines it may build and as to 
other lines which it may take over? What I am Saying now, 
you see, Mr. O'Donnell, may have to do with an amendment 
of that Act. 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: But I think it is very 
important for us to know. 

MR. O'DONNELL: I would be glad - - 

THE CHAIRMAN: You see, the point is, how do 
you want to pbe placed for the future? It is not enough 
to re-cast your capital structure, but what are to be your 
obligations? If you would still have to go on taking 
over insolvent and unremunerative lines, well, that is 
One thing; if you are liberated from that, it is another 
thing. 

MR. O'DONNELL: Well, I would Say this then. 

I don't think that Mr. Gordon's statement with respect 
to page 15 was dealing with that particular aspect 
of the matter. I should be glad to get instructions 
THE CHAIRMAN: He confines it to the question 


of building new lines. 
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MR. O'DONNELL: That is right. 

THE CHAIRMAN: But it is certainly very closely 
related to the other. 

MR. O'DONNELL: That is right, my lord, and I 
will be glad to get information and provide it. 

MR. COVERT: It seemed to me there would be two 
points involved: one is what freedom they want in both 
of these cases, and Second, if there is any statutory 
provision required to give them that freedom. 

THE CHAIRMAN: That is the point. 

COMMISSIONER INNIS: Would the same rights be 
given to the Canadian Pacific? 

MR. O'DONNELL: Well, I think the Canadian 
Pacific is a free agent as far as that is concerned. It 
does not have to take anything it does not like. 

COMMISSIONER INNIS: But you might have a 
Situation in which people in the Canadian National territory 
were perhaps getting branch lines under advantageous con- 
ditions such as people in the Canadian Pacific territory 
would like to get. 

MR. O'DONNELL: Well, I suppose that is something 
that would have to be considered too. I think all Mr. 
Gordon is trying to do there, is to say: "I don't want to 
have a whole array of development lines being foisted 
on to the Canadian National without some adequate arramge- 
ment being made on an equitable basis to provide the 
capital that would be required to run then." 

THE CHAIRMAN: Well, we will expect to hear 
from you later. 

MR. O'DONNELL: Yes, my lord. 

MR. COVERT: Q. Mr. Cooper, I want to take up 
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this subject that appears eae after that under the 
heading "Surplus Earnings" and it is a matter we dis- 
cussed this morning, so rather than have to call you 
again, I thought that I might assume a figure and then 
you could give me the answers with respect to that 
figure and we could apply them to the statements which 
you are going to submit. What I would like to do is, 
assume, for instance, in (a) which is to provide 
sufficient funds to cover expenditures for non-revenue 
producing improvements and betterments; if we assume 
that figure were in the neighborhood of say $15 million 
a year and then you took that for the seven-year period 
from 1940-1946, that would total $105 million; and 
applying that to the figure which we arrived at this 
morning of about $238 million and deducting the 105 from 
the 238, that would leave a surplus for the stabilization 
fund of 133 million. If this reduction of the funded 
debt had taken place in 1939, (that is, without taking 
into consideration the $300 million item); what I wanted 
to ask is that if that were the position in 1946 woulda 
you not be in this position, following Item (b):- 
"To estabish a rate stabilization fund which it is 
hoped could be built up in good years and drawn upon 
in poor years with a view of affording stability to 
the rate structure and tending, to the extent of the fund 
from time to time existing, to postpone the necessity 
of applications for general freight rate incresses." 
Now, my point would be this, that you might 
possibly find yourself in years equally as good as 
those again, for example if there were another war. 


That would mean that you might under similar circumstances 
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have a stabilization fund of approximately $133 million. 
Do you think under circumstances such as those, that 
Canadian National could apply for a rate increase or 
could join with the Canadian Pacific in applying for a 
rate increase? 

A, I would again prefer that this section of 
the statement be dealt with by Mr. Fairweather. 2:5 

Q. That is fair enough. May I just leave it 
at this, that if my figures are correct, that is the 
way it would work. 


A. You are correct this time. 


(Page 18726 follows) 
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Q. Now I wanted to deal for a moment with uniform 
accounting. Have you your main submission there? 

A. Yes. 

THE CHAIRMAN: You ere on the brief now, are you? 

MR COVERT: Thst is PLehty airy esas te tthe second 
paragraph on page 105, where it is seid: 

PEt: i6 respectfully submitted thet in any 
revision of the Canadian accounting classification, 
Canadian National be permitted to continue its 
present practice," 

Q. Now, I think you are referring there to the 
renewal method for roadway depreciation, ere you not? 

A. Nop siweyel say referring Specifically to deprecia- 
tion accounting on rolling stock, 

Q. On rolling stock? 

Re Mesh sire 

THE CHAIRMAN: @. The Canadian accounting class- 
ification, you sey that applies to rolling stock? 

A Hew as, line 

Q. Only? 

A. Yes, sir. I went on further to deal with the 
application of depreciation accounting to roadway property, 
beginning where you--- 

MR COVERT: Q. Where I started? 

A. That is Lent 

MR O'DONNELL: Where you left OLE. 

MR COVERT: Q. Now, with respect to roadway pro- 
perty, then, Mr. Cooper, am I wrong, that Canadian National 
takes the view that depreciation sccounting is not necessary 
for roadway property? 

A. Very definitely. 

Q. Then could not we apply thet same recommendation 


with equel force to both, or does it mesn that--- 
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THE CHAIRMAN: The definite statement is that 
depreciation accounting is not proper practice--- 

MR COVERT: For roadway property. 

THE CHAIRMAN: Q, That is PLE, Le) 207 

A. Our position, Sir, 18 that with respect to rolling 
stock there should be depreciation eccounting, it should be 
mendatory, and it should be on the straight line method. 
With respect to roadway property, we prefer that there 
Should not be deprecistion accounting st all. 

MR COVERT: Q. Now, what I want to find out is, 
is it your view then that as for as roadwoy property is 
concerned there should be an exception to uniformity -- 
that is, thet one road should be permitted to have deprecia- 
tion accounting apply to roadway property and the other 
continue on renewal method? 

A. If we were asked for our opinion we would say that 
both railways should have uniform accounting with respect 
to roadway property, which means in effect that there 
Should not be depreciation accounting for roadway property 
with either company. 

Q@. I think I follow you, then, Mr. Cooper. You say 
that from your point of view it woulda be preferable if 
there would not be depreciation accounting for roadway 
property for either road, and that the uniform accounting 
should so provide? 

A, That is my opinion, yes, my recommendsetion, 

THE CHAIRMAN: Q. You say that rolling stock 
Should be straight line depreciation? 

APP? Yes > sia, 

Q. Should that be made compulsory for both railways? 

A. In my opinion, yes, sir. 

MR COVERT: Q. In the United States on Our . os 


roads you do have depreciation accounting on roadway pro- 
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property, do you not? 

A. Yes, but not on the track, of course. 

Q. Generally in the United States there is deprecia- 
tion accounting on rosdway? 

A, Other than the track structure, yes. It is 
mandatory under the--- 

Q. And you think that Consads Should differ in that 
respect? 

Aig 24.00, 

THE CHAIRMAN: Mr, Covert, there must be some 
reason, then, why Mr. Cooper does not think it would be 
advisable to have the two railweys left free, one on 
Straight line depreciation and the other on user deprecia- 
tion, 

THE WITNESS: Yes, sir. If I may be permitted 
to read my views I would appreciate the opportunity to do 
So, because I think this matter of depreciation accounting 
is undoubtedly sbout as difficult a problem aes there is in 
railroad accounting. 

One only needs to consider the prolonged efforts 
on the part of the Interstate Commerce Commission to carry 
out the instructions of Congress in this regard. It was 
on February 28, 1920, that peragraph 5 of section 20 of 
the Interstate Commerce Act in its present form was 
enacted. In Order 15100 it is Stated, at page 325: 

"Prior to 1920 our power over depreciation 
eccounting was vague end discretionary. The somendment 
of 1920 made the power definite and its exercise 
mandatory. 

The amendment is in no way inconsistent with prior pro- 
visions of section 20. It clarifies and amplifies those 
provisions so far as depreciation accounting is concerned, " 


It took the Commission fifteen years, that is, to January 1, 
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1935, to prescribe depreciation rates for equipment, and 
it took the Commission twenty-three years, that is, to 
January 1, 1943, to prescribe the classes of rosdway 
property and the applicable rates, Although they were 
under direction from Congress to prescribe the rates, 
nevertheless it took them twenty-five years to decide what 
should be done, 

There should not be any serious concern, there- 
fore, if this matter of mandetory deprecistion accounting 
for Canadian railways is not determined in the course of 3 
few weeks or months. 

It may be said that the Straight line method is 
in almost universal use. This does not prove it to be the 
best method, Nevertheless, when business monagements free 
to adopt eny reasonable method elect to use the straight 
line method, such general acceptance is entitled to great 
weight in considering the merits of the various methods. 

We are not, however, here concerned with @ con- 
Sideration of all the various methods named. The questions 
to be decided pies daar whichclasses of property the Board 
shall prescribe the use of depreciation scoeny a Sram 
the methods shall be optional or mandatory, Pe) Ree the 
method shall be the straight line method or the production 
or user method. It is thought that this subject might 
more conveniently be discussed, first with respect to 
rolling stock, vessels and vehicles, and secondly with 
respect to fixed assets. 

AS to rolling stock, vessels and vehicles, we 
think the Board should prescribe deprecisetion accounting, 
which should be mandatory and not optionsl, snd should be 
computed on the straight line basis. 

As to fixed assets, we think the Board should 


not prescribe depreciation accounting, nor should it be 
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optional on the part of the carriers.., 


Dealing with rolling stock, both Conedian railweys 
railway 


| have adopted depreciation eccounting for rolling stock, 


The Canadian National compute their charges by the straight 
line method, They have adopted a rate of 3-1/3% per oennum 
applied to ledger velues, The average of rates used by 
Class I roads in 1947 was 3.3per cent. In 1948 it was 

3.31 per cent. So our rates ere identical with those of 
the Class I roads. The Canedian Pacific compute their 
charges ‘on a user basis. The only question appears to be 
which of the two methods is to be used, assuming uniformity 
is to be enforced, 

I would now like to make a comparison between the 
Straight line and the user method. The srguments we see in 
favour of the user method are as follows: 

For classes of property the service life of which 
is exhausted to s greater degree by use than by other 
factors, the user method appears to be the more accurate 
measurement. This is not true, however, unless the use 
factor exceeds 50 per cent of all factors compelling ulti- 
mate retirement, 

Under the user method the carrier's opportunity 
to recover the depreciation costs is greatest when business 
setivity is at its peak, 

There will be tax benefits by having lerger 
deductions). during periods of high earnings. 

Those are the arguments which I see in favour of 
user depreciation, 

The arguments we see against the user method and 
in favour of the straight-line method are as under: 

First, wear and tear ere not the only factors in 
deprecistion. The use besis seems to attach little import- 


ance to the action of the elements ond decay in causing 
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exhaustion of service life; obsolescence and inadequacy 
also are important fectors, Our engineers tell me 

that in their opinion rolling stock is kept in better 
condition when it is in use and that deterioration takes 
place rapidly when equipment is held out of service for 
long periods of time. 

Use, in excess of normal or average, entails 
maintenance and repair expense in excess of normal or 
average. By the periodic Shopping of equipment the 
greater part of deterioration as the result of use is 
restored. If equipment is kept in first class condition, 
use and restorative . tepair costs go hand in hand. It is 
the exhaustion of service life not restored by current 
maintenance for which depreciation accrusls ere intended 
and siti<dis «difficult .to prove that exhaustion of service 
life not restored by maintenance is brought about by use 
to e greater extent than by the other factors involved. 

I would point out that the straight-line method 
comprehends the effect of use but only to the extent it 
cannot be restored by repairs and renewals, 

My objection Number 2 relates to the difficulty 
of its application. I have assumed that under the use 
method the depreciation charge for any year would be found 
by taking the ratio of service value which the equipment 
unit mileage or gross ton mileage for the year bears to 
the estimated potential mileages during the estimeted 
Service life of the assets. It is difficult enough to 
estimate service lives in units of time. We have some know- 
ledge of the service lives of units which were built 30 or 
40 years ago but that knowledge gives little indication of 
the potential service lives of the kind of equipment being 
built today. It seems to me an added difficulty and a 


serious one to have to make a forecast of the potential 
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run-out mileages or Gross ton mileages over 5 period 
extending 30 or 40 years into the future. Estimates of 
future productivity require 3 knowledge as to engineering 
improvements tending to lengthen the service life of 
equipment, also changes in retirement end meintenence 
policies which mey shorten or lengthen the life of property. 
Rates of growth and cyclic swings in the traffic handled 
must be taken into consideration. A correct eppraisal of 
these factors is extremely important under the group method 
of depreciation as there is no automatic cut-off of the 
depreciation charge, if and when a unit of property is 
Wweitten out of the investment account. The drastic Swings 
in traffic volume Such as we witnessed in Cenada during the 
depression and the wer years would play havoc with any 
estimated trend of traffic growth extending far into the 
future. It was brought out in evidence in the 30% rate case 
that the computation of depreciation rates on 3 user basis 
involved a tremendous amount of Clerical effort onda a 
voluminous amount of peper work, 

My third objection, Sit. te. the difiiconLty. of 
Pecuieulon, It. 48 easntial to reeulation that the suthority 
Shell be in 3 position to examine the data on which the 
rates sare computed, not only for the initial rate but also 
for the revisions which sre necessary from time to time under 


changing conditions, 


(Page 18734 follows) 
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I feel that the difficulties on the part of the 
carriers in establishing and revising the rates to which 
I have referred would be extended and enlarged for the 
regulatory authority because they would have to work out- 
Side instead of inside the railway organization. 

So far as I know there is only one railway using 
this method. The Interstate Commerce Commission require 
the straight line method. While the Commission stated in 
Order 15100 that the user basis might be considered an 
alternative method, nevertheless, in their order they pre- 
Scribed the straight line method. It seems Obvious that 
no carrier has been able to develop a plan which the Com- 
mission consider to be practical. 

I, personally, was informed by the Chief of the 
I.C.C. Depreciation Section that in no case had the Com- 
mission authorized the use basis, that several carriers had 
Submitted plans, but on discussion with the Bureau, had 
accepted the Bureau's views that they were not acceptable 
and had withdrawn them. 

I might say that when the Canadian National was 
contemplating the adoption of depreciation accounting in 
1940, I went down to Washington and spent a number of days 
with the depreciation experts of the Interstate Commerce 
Commission. I raised this question of use with them and 
the reference to the user method in Order 15108, and that 
is what the Bureau told me; namely, that a few carriers 
had approached them with regard to the possibility of 
adopting the user method, but that after hearing all they 
had to say, they decided there was no use in adopting it 


ao: ell’ 


The new British Transport Commission have 
adopted depreciation accounting for rolling stock computed 


on the straight line basis. 
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The Interstate Commerce Commission say of the 
Straight line method: "This is the simplest and the one 
most generally used." 

From a summary of conclusions and recommendations 
contained in a report of the Committee on Depreciation of 
the National Association of Railroad and Utilities Com- 
mission, 1943, the following extracts are taken, but 
perhaps I should first file this report as an exhibit. 

MR. COVERT: It will be Exhibit No. 249, and it 
is entitled "Report of Committee on Depreciation, National 
Association of Railroad and Utilities Commissioners." 

EXHIBIT 249: Filed by : Report of Committee on 

Mr. Covert: Depreciation - National 
; Association of Railroad 
and Utilities 
Commissioners. 

MR. O'DONNELL: My friend has just asked me for 
copies of this exhibit. I wired to Washington and asked 
for copies of it, but it is out of print. It was printed 
in 1943. I wanted to get copies, but I just could not do 
so. I am sure that my friends have it in their archives, 
however, I am unable to supply copies. 

MR. EVANS: I would like to borrow a copy of it 
because I think I will have to ask some questions about it, 
and I have never seen it. 

MR. O'DONNELL: I wired to our agent in Washing- 
ton and asked him to get copies of it. We will let you 
have that one. 

THE CHAIRMAN: And Washington told you it was 
out of print? 

MR. O'DONNELL: Washington told us it was out 
of print. It was printed in 1943. 

THE CHAIRMAN: What is the title of it? 

MR. COVERT: It is entitled, "Report of Committee 


on Depreciation - National Association of Railroad and 
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Utilities Commissioners," 1943, 

THE WITNESS: And in my opinion it is the most 
authoritative write-up on this subject of depreciation 
accounting that I have ever seen. 

THE THE CHAIRMAN: What year is it? 

MR. COVERT: 1943, my lord. 

THE WITNESS: I am going to read from page 16 
and page 17 in Roman numerals. These pages contain their 
conclusions and recommendations. I quote: 

"al. The straight-line method is in very general 
use and is in the ascendancy in the public utility 
field. 

ee. The straight-line method is simpler than, 
and is as not as seriously affected by errors in 
estimates of service lives as the interest methods. 

26. The straight-line method is generally 
recommended for public utility accounting and financial 
purposes and also for the computation of both 
depreciation expenses and accrued depreciation for 
purposes of rate making." 


Now, with respect to fixed assets: 


The Canadian National have not adopted depreciation 


accounting for fixed assets. The Canadian Pacific have 
adopted depreciation accounting for fixed assets, other 
than the track elements (rail, ties, ballast, and other 
track material), their depreciation charges being computed 
on the user basis. 

In recommending that depreciation accounting 
Shall not be prescribed for fixed assets, we have had the 
following considerations in mind: 

The Interstate Commerce Commission was directed 
by the Congress in 1920 to prescribe the classes of 


property for which depreciation accounting should be 
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required. They held lengthy hearings; they prepared pro- 
posed orders which were modified several times, but it 
was not until January, 1943, that they issued their Order 
requiring the carriers to accrue depreciation on roadway 
property. 

That is to say, it took the Commission, with all 
their experts and technicians, twenty-three years to reach 
a conclusion on this difficult Subject. Even then they 
realized their instructions were not final. 

They appreciated that it was illogical to require 
depreciation accounting for such property as stations, 
Shops, bridges, culverts, fences, etc., and at the same 
time leave the track elements, rails, ties, ballast and 
Other track material, to be accounted for on a replacement 
basis. The track elements above all else are subject to 
physical depreciation -- much more so than the classes of 
property for which depreciation accounting is prescribed. 

The Commission is not happy about the situation 
in which they find themselves. In 1948 they advanced a 
proposal that depreciation accounting be extended to 
rails, ties, and other track material. In my opinion 
the chances of this proposed Order ever being made 
effective are very slim. I feel certain it will be 
strenuously resisted by the carriers. 

What to do about ballast is another problem 
for which no solution has yet been advanced. 

It seems to me that the Canadian authorities 
would be wise to wait until the situation in the United 
States has become stabilized. 

In our annual report for 1942 we stated the 
change-over to depreciation accounting by the United 
States carriers constituted an important departure from 


a long established practice and that it seemed advisable 
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to wait until the experience of the United States carriers 
is available. This was not Said merely to cause delay, 

it stemmed from the conviction that the problem had not 
been solved by the Order issued at that time. I think 
this has proved to be the case, 

I consider the Canadian carriers Should not get 
entangled in a confused state of affairs until the final 
outcome is more clearly defined. The problem creates 
administrative, accounting and engineering Gifficuities., 
it gives rise to disputes between the carriers and the 
regulatory authority, and between the carriers and the tax 
authorities. It creates financial difficulties because 
of the disparity between the costs of original installation 
and replacement. 

It may be thought there is an inconsistency in 
the position we are taking, in that we are Suggesting on 
the one hand the Canadian classification should be uniform 
with that of the I.C.C., and on the other hand we are 
asking for an exception in the case of depreciation 
accounting applied to roadway property. It is all a 
matter of degree. If there is an inconsistency I am 
pointing out our reasons for thinking an exception is 
Justified. 

These reasons, for me at any rate, are relevant 
and convincing. I am Suggesting ours is a logical 
inconsistency. 

Uniformity is desirable but only to the extent 
found reasonable. The price for enforcement of strict 
uniformity may be too high and in relation to the results 
achieved, not worth while. 

In the complexities of modern business Special 
arrangements to meet peculiar conditions are often 


necessary. For example, if simplicity is carried too far 
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in income tax legislation, the result may be unequal 
treatment as between one taxpayer and another. The 
Interstate Commerce Commission from 1907 have required 
depreciation accounting for rolling stock but it was not 


until 1943 that they required depreciation accounting for 


roadway property. They thought the conditions with respect 


to the two classes of property called for different 
treatment. 

THE CHAIRMAN: When was depreciation on roiling 
stock begun? 

AGES LOOFE? str 

The British Transport Commission have decided 
to use depreciation accounting for rolling stock, vessels 
and vehicles, but have decided not to use it for fixed 
assets, and I do not believe they have made such a 
decision without the most careful consideration. 

Q. Can you tell us whether they adopted the 
Straight line? 

A. With respect to rolling stock, yes, sir; but 
they have not adopted depreciation accounting for roadway 
property. They have turned their backs on it. 

I might say that when the British Transport 
Commission was organized, there was entrusted to that 
Commission all the railways of the United Kingdom, con- 
Siderable of their hgghway transport, their docks, their 
canals, their shipping, and the London Transport. 

Prior to the combination, there were a number 
of activities, they had a variety of systems, and they 
had to decide at a very high level the policies that 
they would adopt in matters of this sort. And they 
elected,. as I have Said, that with respect to rolling 
Stock, they would adopt depreciation accounting on a 


Straight line method, but with respect to fixed property, 
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they would adopt the replacement method. 

That was only two years ago. And I give the 
British authorities credit for knowing what was best to 
be done. : 

I consider the importance of this matter has 
been overstated. For the Canadian National it means at 
the most’a matter of $4 millions a year; it might very well 
be much less. $4 millions a year is less than 1 per cent 
of our operating expenses, 

The composite rate of the Class 1 roads expressed 
aS a percentage of investment in property subject to 
depreciation accounting was 1.59 in 1948. 

Expressed as a percentage of total road property 
investment the charge was 0.71, that is, seven-tenths of 


one’ per cent. 


For Canadian National lines in the United States-- 
and we have about 1,785 miles of railroad in the United 
States -- the percentage was 0.68. 

The percentage for Canadian National lines is 
only 3/100ths of one per cent less than the average of 
all the Class I roads. 

If I use the rate for our lines of 0.68 per 
cent and apply it to the book investment in roadway 
property for our lines in Canada, the resulting annual 
charge would be $8,894,000. 

Against this one would have to allow the amounts 
actually charged in the accounts to expenses and under 
which under depreciation accounting would have been 
chargeable against depreciation reserve. 

In 1948 these amounted to $4,212,994; and in 
1949, they were $4,608,569. 

On this basis the additional charge to expenses 


to put us on all fours with the Interstate Commerce 
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Commission requirements is from $4 million to $44 million, 

I do not think that is the end of the story. 

I am far from being convinced that the charge to expenses 
under depreciation accounting is not excessive. 

A senior officer of the Interstate Commerce Com- 
mission recently told me he was disturbed to find that the 
credits to depreciation reserves were running about three 
times the amount of retirements charged against the reserves, 
He said that the average life of their railroads exceeded 
Sixty years and therefore it was reasonable to assume a 
degree of stabilization had been reached and that retire- 
ments are now taking place according to their normal 
service life expectancies. 

Perhaps the depreciation rate is too high; 
perhaps much of the expenditure which Should be charged 
to depreciation reserve is being absorbed in the maintenance 
accounts. That is a matter which the carriers must find 
great difficulty in controlling and certainly one which 
the regulatory authority would find great difficulty in 
checking. 

That is why I say that even with depreciation 
accounting you have no assurance you have a more correct 
charge in operating expenses than if you charge out 
replacements and retirements as they occur. 

Perhaps the truth lies in between, but I think 
I am entitled to claim that our present accounting is 
Just as realistic as it would be if we had depreciation 
accounting for fixed assets. 

It is my opinion that if for rate making 
purposes the Canadian National accounts are to be used, 
and if an adjustment is necessary as between our present 
basis of accounting and the depreciation basis, a simple 


adjustment by an agreed lump sum figure can readily be 
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made, and that would be the sensible thing to do, rather 
than to inflict so much difficulty and expense on the 
railway in going through the tremendous effort of computing 
a theoretical depreciation expense. 

I do not claim or suggest we have reached a state 
of perfection or that we are infallible. I have mulled 
over this problem many times. Its solution is far from 
CLear , 

I am inclined to think we should move over to 
the replacement accounting basis, I am speaking now of 
course only of roadway property. 

At present Canadian National is on one basis, 
the Canadian Pacific is on another, the United States 
railroads on another, and the British railways still dif- 
ferent, 

I like the British method best. They deal with 
the problem with a great deal of common sense. They see 
through this mental maze about depreciation theory and 
practice. They largely avoid capitalizing changes in 
the price level. 

The British proceed on the assumption that the 
railway -- not its equipment -- is something that can be 
permanently maintained by repairs and renewals and that 
its capital account changes neither up nor down unless 
the undertaking itself expands or contracts; changes in 
the price level when capital assets wear out and are 
replaced, repairs and partial and complete renewals being 
charged to expenses as incurred. 

Only expenditure on additional assets and on 
the improvement of existing assets is charged to capital 
account. 

This principle is presently followed by the 


Interstate Commerce Commission in the case of the track 
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structure, meaning the rails, ties, ballast, tie plates, 
Joints, bolts, spikes, etc. It also applies to the 
replacement of small units of property where the charge 
to capital account would be less than $500 for any one 
unit. 


In the British method there is no such ceiling. 


I think the possibility should be explored of 
incorporating the British principle in the proposed 
Canadian classification. To the extent units of property 
are replaced in kind the cost should be treated as an 
Operating expense, and only the cost of betterment, improve- 


ment or enlargement added to investment. 


(Page 18754 follows) 
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THE CHAIRMAN: Well, do you think you have 
covered the point that you began with? You remember I 
asked you whether you saw any objection to allowing each 
railway to select its own method (talking of rolling stock 
now) either straight line or the user method as is being 
done now; and you said it was objectionable. Have you 
covered that, do you think? 

A. I think if you are to ensure uniformity of 
accounting that on the matter of depreciation accounting 
for roadway you would either have to have it or you 
would - - 

Q. I am not talking so much of roadway now, as 
of polling stock. 

A. Well, we both have it. 

Well, you have straight line. 


Yes. 


Oo PP oO 


And the other railway has the user. 
A Yes. 

Q. And the point we began with was whether there 
was any objection to both companies being allewed to 
carry on that way, each selecting its own method of 
depreciation. You said you were against that, which is 
because of some interference with uniformity. Is that 
the only thing? 

A. It cuts across the principle of uniformity. 

Q. Yes, but otherwise there is no harm done to 
your company by allowing freedom, is there? 

A. No, sir, we are perfectly happy to go our 
own way and let the Canadian Pacific go theirs. We have 
no desire whatever to inflict our ideas on the Canadian 


Pacific. We are merely answering a question which has 
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been put to us: Do you think there should be uniformity 
of accounting? We are not raising the question, we are 
only answering it; and if the question is put to us that 
way, I say our duty compels us to say that we think there 
Should be uniformity and it should be on the straight line 
method. 
COMMISSIONER INNIS: Do you discuss at all 

the problem of capital? We have heard a good deal from 
the Canadian National and the Canadian Pacific as to the 
problem of getting capital outside. Doesn't the system 
of depreciation have something to do with the problem? 

Ay «Inthe obtaining of capital, that ie? 

Q Yeas » 
Ag #e¥eg. 16 does. 
Q Would you go so far as to say that considerable 
freedom should be allowed to each railroad since the 
capital problem is important? 

A. My submission is that I think the difference 
in the end result under the two methods is not worth 
all this while. It may be that under the user method 
the charge to expenses might be a little more than under 
the straight line method in times of above average traffic 
conditions and a little below if traffic conditions are 
a little less normal. 
Q. 


u 


Would you be content to let the income tax 
authorities prescribe the type of regulation? 

Ae NOS Sie. ik trlett sas on that that in. the 
United States the Internal Revenue Department makes its 
own rules and they do not necessarily recognize the rules 
of the Interstate Commerce Commission. You have two 


departments of Government with their own differing theories, 
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insisting that for accounting purposes one thing shall 
be done and with respect to tax returns a different thing 
Shall be done. 

If I might just -continue, sir, my thought on 
this is that with respect to rolling stock the only 
difference between us is: Do we have user or straight 
line method?With respect to roadway property, my. 
Suggestion is that the British method might be considered. 
Somebody should take a look at it and see if it is suit- 
able for adoption in the Canadian Classification. 

I have not reached a final conclusion myself 
that that is so. I believe that under a replacement 
method the charges to operating expenses might be in 
excess of those of the straight line or the user method. 

%. You mean the nationalization of railways in 
England? That is the type of accounting that you 
refer,.co? 

Aw UYea. 

Q. Not the private enterprise era? 

A. There are not any private railways in England 
of course. 

MR. COVERT: What I was coming to on that, 
Mr. Cooper, is that the British method does apply to 
entirely State-owned railways? 

A. Yes, that does not change the fact. 

Q. You say that doesn't matter? 

Aa ton GUE nik 4b does’. 

Q. I see. I thought you were of the opinion 
that different considerations applied in the case of a 
State-owned railway and a private enterprise so far as 


depreciation is concerned. 
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A. There are go many different views on depreciation 
accounting that I don't think the practice here or there 
is necessarily controlling. 

wi NOs DOS. £ Suppose depreciation is a more 
practical problem from the point of view of the private 
company which has to pay income tax, as against a 
State-owned one that does not? 

As £ don ts think so, unless the income tax 
people were to refuse to allow a depreciation charge 
which is not entered in the accounts. Now, that also 
needs some qualification. JI think it is possible (I 
am sure it is done) that a lot of Canadian Companies 
(although this is a bit outside my experience) keep their 
books one way, and for income tax purposes they make 
an adjustment. I think that it would be possible here, 
but when you come to the taxation question, if any 
Justification for a difference in method as between the 
Canadian Pacific and the Canadian National is thought 
tO rest on the fact that the Canadian Pacific pays 
taxes and the Canadian National do not: then I wish 
to say to the Commission that as far as we are concerend 
we are willing to be made Subject to income taxes too. 
If you adjust our capital structure, put us on a parity 
with the Canadian Pacific in respect of those matters, 
we are satisfied to be put on a parity with them with 
respect to matters such as income taxes. But, we do 
object, we have always objected, or we have always 
resisted the criticism directed against us because we 
did not pay tax, when we had the burdens on us that we 
have been talking about. The tax burden I don't think 


compares with the interest burden that we have been 
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expected to carry. 

Q. Now, just before we get on that, Mr. Cooper, 
I would like to Pinten,: Gr courtesy! this particular 
mMatter. *Pirst, te the important thing in your view, as 
far as comparison is concerned,-is the important thing 
that the railways should have to depreciate the same 
property? 

A. I think we should have uniform accounting. 

Q. TI understand that. 

A. I mean in the state in which it is uniform in 
the United States. The Interstate Commerce Commission 
have prescribed there what the carrier shall do, both 
with respect to rolling stock and with respect to road- 
way property. They do not make any exception; they do 
not say that one carrier shall have an option of doing 
this and another shall have a different method. They 
say “uniformity - you all go on the straight line method 
without exception". Now, if we are going to have uniform 
accounting in that sense, then I don't think you can 
have options. 

Q. With respect, that is not what I was 
discussing. I asked you if, from the point of view of 
comparison, the important thing was they should be 
depreciating the same assets? 

A. Yes, that is in line with my argument. 

Q2®. Yes. 

THE CHAIRMAN: That is to say, if one 
1s to depreciate railway property, the other one also 
Should depreciate railway property? 

MR. COVERT: Yes. 
THE WITNESS: Yes. 
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Q. If both companies are depreciating the same 
property, then even if they were on different methods you 
might make comparisons quite Simply? 

A. What we fear,of course, is the possibility that 
the regulatory authority in deciding what rates and methods 
Shall be used, might inflict user depreciation on us. Now, 
we would fight that to the very last. 

Q. What I asked, Mr. Cooper, was that if the 
Same properties were depreciated in both roads, would it 
not be quite possible to make Simple comparisons, even 
if they were on different methods? 

A. It is) a-matter of degree, as to how fine you 
want this uniformity to be. If it is understood that 
One carrier has user depreciation - - 

Q. Let us take one example. Supposing both were 
having their rolling stock on depreciation accounting. 

A. Yes. 

Q. Supposing you were on the straight line method 
and the Canadian Pacific was on the user method. 

A. Yes. 

Q. You would easily be able to make comparisons, 
wouldn't you, of the results of the operations for the 
two roads as far as that is concerned? 

A. As far as depreciation is concerned? 

). Yer. 

A. You would certainly be able to see what the 
figures were, but you would not say you were on equal 
terms; you would not Say that you were stating; your 
Operating expenses on an equal basis. 

Q. No, but couldn't you, Mr. Cooper, take, 
for instance, the Straight line of the C.N.R., look at it 
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and find out what it is, and apply the same to the Canadian 
Pacific, as long as the same property is hetng suhlett, 
and make a comparison. Could not you really apply the same 
to the C.N. and thus make a comparison, even if they were 
on Opposite methods? 

AS hat ie possible, yes. 

Qs And quite easily? 

A. I understand that was done in the rate case. 

Q. Yes. As TI Say, as long as the property subject 
to depreciation is the Same, the matter of comparison of 
the two is not a very difficult matter, is it? The real 
difficulty arises when one is on depreciation accounting, 
for instance, on roadway property, and the other is not. 
Then you cannot compare. 

A. I do not agree with that at cplhy ae 

Q. You don't? 

the 

A. No, & think margin of error or the difference 
between user and straight line might be equally as great 
as between depreciation and replacement. 

THE CHAIRMAN: Well, I think we had better 


take a recess. 
~--RECESS 
---UPON RESUMING 


MR. COVERT: Q. Now, Mr. Cooper, I would 
like to refer you to page 115 of the Canadian National 
Submission where I think you are dealing with this 
question of depreciation accounting for roadway property, 
and at the end of paragraph (c) on that page you say:- 

"The Canadian Natienal, not being 

concerned with similar considerations in 


Canada, has seen no reason to take like action". 
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Now, you are referring there to the business of the 
increase in corporation and excess profit taxes which 
followed the outbreak of the war, as one of the things 
that led up to depreciation accounting on roadway 
property; and I think you do Suggest there that there is 
a difference in the case of a company that does pay 
income tax and one that doesn't. 
Ae Veo fh Chink so x 
Q. And you go on in the next paragraph dealing 
with the question of the market value of railroad 
securities:;- 
"No doubt the market value of rail- 
road securities generally is affected by 
the known accounting policies of the industry." 
and you feel that the Canadian National is an exception 
to the industry in general,:- 
"....in that the value of its obliga- 
tions rests upon the guarantee of Canada, 
and the balance sheet of the railway is of 
no consequence marketwise. The Canadian 
National is a state-owned enterprise and 
there are no outside stockholders interested 
in the market value of its shares." 
which again points out, it would seem to me, that you are 
also of the opinion that the tax question is involved in 
the subject of depreciation accounting for roadway 
property? 
A. I agree. 
Q. Now, I just wanted to ask you, 1. think 16 41s 
a fair statement to say that you don't think much of the 
| user method? 
A. I gave three good reasons in its favour: I 


| gave all the reasons in its favour. I did not make a 
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prejudiced statement. 

Q. No, I am not suggesting that. 

A. No, but in fine I am very strongly opposed to 
iG: 

9. Yes, and you also mentioned the Opinions of 
some people that you have discussed the matter with in 
the Interstate Commerce Commission. 

A. They were the highest people. 

Q. Yes, and I suppose that it is fair to say that 
one of their reasons would be that they have five hundred 
railways? 

A. Well,.that,is. not. quite. the way I would put 
it. I would say that their reasons, one of the reasons 
would be the difficulty theysaw in controlling 46. 

Q. Yes. 

A. And that difficulty might be on account of the 
large number of corporations which they would have to 
deal with. 

Q. Yes, and now, what I would like to find out 
was whether in your view there really would be difficulty 
in controlling the user method as far as Canada is 
concerned? 

A. .¥es, I think there wald. 

9. You think there would be? 

As. Vso. 

Q. And are there any particular reasons that you 
could give to us? 

A. I have given the reasons. 

Q. Those are the reasons? You set out the reasons 
and they contain all your reasons right there? 


A. Yes, sir. Plus the reason of course that so far 
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in Caneda we do not have that same expert controlling 
body. No doubt we could build it uy, but it will need 
building up. 

Q. You are referring now to the Board of Trans- 
port Commissioners? 

A. VYeseo. siz. 

Q. In that connection perhaps I might deal with 
that point right now. In your opinion should the Board 
of Transport Commissioners be built up so that it could 
act as a capable referee between the railways and the 
public. 

A. If they have to have uniform accounting and 
they are to see that uniform accounting is enforced, 
there will be no choice but for them to build it up. 

Q. Yes, and that would involve in your opinion 
having a very capable accounting staff? 

A. Yes. 

Q. And an engineering staff, would that have to 
go hand in hand with it? 

A. It should. 

Q. Then I also wanted to ask you this with respect 
to that. You adopted depreciation accounting, I think, 
on rolling stock in 1942, was it? 

Ars“ wadsQh0:, 

Q. 1940. Then in 194-- 

A. + skON 12 

Q. No, 1943. Mr. Cooper, at page 8 of your 
annual report, I noticed this;:- 

"The amount charged for depreciation 


on locomotives, freight and passenger, etc. 
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was $19,829,000 or approximately $7.5 

million more than would be provided for 

under average traffic conditions". 

Then in 1944 on page 7 the annual report said:- 
"The amount charged for depreciation 

on rolling stock was $19,853,000 or 

approximately $7 million more than would 

be provided for under average traffic 

conditions." 

I just wanted to ask you whether that was not an indication 
that the Canadian National was practically on a user 
basis? 

A. No, sir, you are under a misunderstanding. 

Q. Let us correct it then. 

A. The reason for keeping up those additional 
amounts in these war years was for three reasons. We 
began depreciation accounting in 1940. We started from 
Scratch; we had no reserves at that time. I would 
estimate that the past accrued depreciation of our 
equipment existing at that date was in the order of 
$175 million. The Canadian Pacific I believe have had 
an opportunity in ways which we did not have, of building 
up their reserves. We thought that during the war when 
our gross revenues and net revenues were so buoyant that 
we might take Something extra out of our expenses and 
build up this reserve which, as I said, started from 
scratch. 

The other reason was that when we started 
depreciation accounting we started with a very low rate. 
We started with 2.6%. One of the reasons why I went 


to Washington was to put the situation before the Commission 
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experts to ask them whether under the special con- 
Siderations which we were facing, they thought a 


2.6 rate would qualify as being depreciation accounting. 


(Page 18765 follows) 
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Well, they told us that it was just about the border line, 
thet enything less than that would be more an eppearance of 
depreciation without being depreciationaccounting in fact. 
We were conscious then that our rate of 2,6 which ran from 
1940 for the first five years was too low. You have to 

make a start on these things. When I , put this thing up 
to the directors in 1940 I had to tell them that it meant a 
Sizeable increase in their expenses, and I had to seale the 
charge down to the point which I thought would reach accept- 
ance by the Boerd, but nevertheless we knew that our rate 
was too low, and So, 828 I sy, in the war years we built up 
beyond the amount computed at the 2 per cent rate by these 
lump sum appropriations that you have referred to. We did 
not change our thinking, we did not change our practice. We 
Still computed our deprecistion on the straight-line method, 
but we took $5 million here, we took $7 million there; in 
dll we took $21.5 million out of our revenues to build up 2 
reserve which started from January 1, 1940. If you will 
refer to that book which I have filed as an exhibit you 

will find exactly what we did, but they do not eall it user 
method, they call it percentage revenue method. You will 
find that the method we used in those war years is described 
in that book, 

Q. When I said you were really on the user method, Mr. 
Cooper, I did not mean thet you were using the same method 
88° tThex€ PL RG ,Sbut thought thet perheps the wording sug- 
gested that it was due to the traffic conditions having 
changed, and I think I will read you the wording egain: 
"More than would be provided under aversege conditions", which 
would perhaps indicate that due to too much hesvy use you 
were increasing your depreciation. Then I wented to refer 
you slso to 1945, where it says that equipment charges 
emounted to $16,974,000, compered with $19,853,000 in 1944, 
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the reduction resulting from the adoption in 1945 of 3 
depreciation rate of 3-1/3 per cent, which is the average 
of the rates used by United States Class I roads, 

A. That is what that Statement says, Yee, 2°00 noe 
think, though, that there is any justification for 
assuming that we recognized the user method of depreciation, 

Q. What I meent really, Mr, Cooper, was thet it 
Seemed from these two snnusl reports thet you recognized 
thet the depreciation Should be increased by quite sub- 
Stantiel amounts because there was 9 much heavier traffic, 

A. Well, the reasons really were the two that I have 
Given you -- that we had no reserve to start with, end 
that our rate wes too low, 

Q@. Those are a little different from the statement 
in the annuel report, 

Ag+ Weld PULt siten heppens,. 

Q. I see. Then to go on with the question of the 
depreciation end the uniform accounting: As I understend 
the Situation, your views end those of the Canadion Netionel 
are that the Board of Transport Commissioners should be the 
body that would lay down the rules? 

AYO Yés) sip, 

Q. They should elso be the body that would lay down 
whet property is to be subject to those rules? 

AVOW] Chive se, 

Q.- And they would determine the rates? 

Avhi«L Chink eo, 

Q. Then whet you Say is that es far as the Canadien 
National is concerned you are prepared to teke your chances 
before thot Board? 

A. Exactly. 

Q@. And you would urge the straight-line method as far 


2S equipment is concerned? 
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A. Yes. 

Q. And you would urge that there would be no 
depreciation accounting for roadwey? 

A. That would be our contention, end I think that 
those arguments should be presented to the Board. 

Q. And they should be the ones that would decide? 

A. I egree. 

Q. Now, do you think thet some consideration should 
be given perhaps to the different position of the 
Conadien Pacific as a privately-owned enterprise and 
their tex position in such matters? 

A. You mean by the Board? 

A. Yes? 

A. I would not think so, 

Q. You would not think so? 

A. It may well be that after all these things ere 
done we will be oa taxpayer too. 

Q. Yes. I do want to desl with that, in view of 
what you said, but perhaps I should cleen up this metter 
first. Now, I think you did agree, Mr, Cooper,that one 
of the important things as fsr es comperability is con- 
cerned is to see that both do have to depreciate the same 
property; without that there cannot be proper comparison? 

A. That is my view, yes. 

Q. Now, I think, Mr. Cooper, that you are in favour 
of a consolidated report? 

Ae, Yes, pir, Tuam, 

Q. Could you explain in your opinion whet the merits 
of this are in so far 9s the regulatory body is concernd 
over individual corporate reports? 

A. Our views on thot, Mr. Covert, sre set out in our 
brief, 


Q@.- I had in mind that perhaps they were dealing more 
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with the position of the Canadian National, in view of the 
fact that you really overlook--- 

MR O'DONNELL: Page 90. 

MR COVERT: Q. You really pay no attention to the 
individuat corpserations which make up the Canadian National 
System? 

A. We pay a lot of attention to them, because we 
have to put them together as if there were only one corpor- 
ation. The fact that we have 85 corporations is a real 
difficulty with us. But since 1923 we have presented the 
effairs of the National System as if all the corporations 
had been consolidated by some legal process and that there 
was only the one corporation, 

Q. That is what I meant, Mr. Cooper, 

A. I would like to make a correction on page 90 of 
our main Submission, At the top of the page, item number 
3, it reads; 

" Canadian Pacific recognizes the separate identity 
of its subsidiary telegraph company." 

I have since learned that they do not have a company; it is 
a department of the Canadian Pacific Railway Company. I 
think that correction should be made, 

THE CHAIRMAN; I am sorry, but I was looking for 
something while you were talking, It is this item 3 on 
page 90 that you are referring to? 

AY Yes, sir, in the second section of that, where we say: 

"Canadian Pacific recognizes the separate 
identity of its subsidiary telegraph company." 

Q. You wish to correct that, do you? 

A. Yes, sir, 

Q. What should 4+ be? What is the correction to be 
made? 


MR COVERT: Q. They do not recognize--- 
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A. Well, no. Perhaps the correction should be Tiatas 

THE CHAIRMAN: Or should it 811 be struck out ? 

MR EVANS: TI do not think anything turns on it. 

I would not quarrel with an error of thet kind. It has no 
Significance reelly. The undoubted fact is that the 
communications dees hihene of the Canadian Pacific is a 
department send not 8 Separate company, 

MR O'DONNELL: That is correct, Mr. Liddy men- 
tioned that, and when he “mentioned it°I drew it to Mr, 
Cooper's ottention, Mr, Liddy on Merch 3rd, volume 88 , 
said, "It is merely a department of the company." 

MR EVANS: Perhaps if you wanted to have the thing 
correctly, we recognize the separate activity of thet 
department, 

THE CHAIRMAN: Then what is the difference between 
you? The item Says Canadian Notional treats telegraph 
operations on 2 departmental basis. 

MR COVERT: That is telegraph; but it is the 
next one, 

THE CHAIRMAN: If the Canadian Pscific also deals 
with it on s departmental basis, whet is the difference be- 
tween you? 

MR EVANS: Well, there ig 3 very great difference, 
i think: They treat it ag a department of the railway, do 
they not, Mr, Cooper? 

THE WITNESS: Yes, sir, 

MR EVANS: You treat your telegraph ag a department 
of the railway? 

THE WITNESS: Yes, sir, 

MR EVANS: We treat it as 2a Separate enterprise, 
although not Separately incorporated, 

MR O'DONNELL: Just 9 matter of words, 

MR COVERT: Q. Mr. Cooper, what I was discussing 
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wes your views as to the merits--- 

THE CHAIRMAN: Pardon me-s moment. So there is 
no Canadian Pacific Telegraph Company? 

MR EVANS: No, sir. 

MR COVERT: Q., Your views, Mr. Cooper, es to the 
relative advantages if any of consolidated reporting as 
distinct from individual corporate reports, from the point 
of view of the regulatory body? 

A. They are set out on page 90, continuing to page 
96, 

Q. And you say that the reasons set out there apply 
with equal force for ony company, regardless of whether or 
not it operates as yours does? 

A. Any compeny which has an orgenization such as ours, 
with eighty-odd different companies, in my opinion could 
not state its eccounts in a Satisfactory method, other thon 
on @ consolidated basis. Now, I em not saying that the 
Conadian Pocific cannot or enything else; I am saying that 
Qo compeny such as ours could not do it satisfactorily on 
any other basis. 

Q. You go on, for instance, on page 93 to Say; 

"The I.C.C. issued on Order on December De 

1941 requiring consolidated statistical statements in 

certain ceases, On account of war conditions the oa Lire 

of such statements wos later waived end has not yet 
been resumed and the matter is now under consideration," 

Aes Yes . 

Q. Then you go on to say thet consolidated statements 
ere recognized by the U. S. Securities & Exchange Commis- 
Sion, and so on? 

A... Yes. 

Q. Are you meking 2 recommendation that all railways 


should file consolidated returns, or sre you simply just- 
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ifying the position taken by the Canadien Netional? 

ee a cy Justifying the position taken by the 
C nadien National, 

Q. You ere not Suggesting that consolidated returns 
ere essential or that they would be helpful to the Bosra 
of Transport Commissioners? 

A. I om saying thot they are essential go for as our 
company is concerned, 

Q. Well, it seemed to me, when I esked you ~ fthis 
question, that you were dealing entirely with your own, 
end what I had asked you wes whether or not you were in 
favour of consolidated reporting generally, whether there 
are any advantages to the Board of Transport Commissioners, 
There had been no Suggestion, apparently, that consolideted 
accounts were desirable or not desirable, at least os -far 
es I know, until I saw your brief, end I just wondered if 
it meant that that should be part of the--- 

Ae Would you go back to the previous pege? 

Q. Yes, 

A. I am reading now the bottom peragraph there. I 
was trying to point >sut the important differences in the 
accounting between the two rallweys so far as I know those 
difficulties. I ssid: 

"It is in the matter of their published annual 
reports that the main differences in the sccounting 
policies of the two railways appear. These are 
reports from the Boards of Directors to the shere- 
holders of the two roilways and they sre not subject 
to control by regulatory euthority." 

DOL thirik 26 fe-o. 

THE CHAIRMAN: Are you reading there from the 

brief? 
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THE CHAIRMAN: Where is it? 
MR COVERT: Page 89, the last peregraph on the 
pege, my lord, 
THE WITNESS: I om meking it clear there, you 
See, that they sre not in ony way suggesting thet things 
of this kind should be regulated or made uniform. I go on 
to explain what are the principsl differences, end I say: 
"In so far es can be ascertained by C-nadian Nationel 
the principol differences in the eccounts of the two 
railways es they appear in their published snnual 
reports sare 2s follows: 


1. Canadien National secounts ere published on 
@ consolidated basis, 


Conedian Pacific accounts are those of a 
parent company." 


And then over on page 90 I explein why ours are on 5 con- 


SOlidated basis, but I do not make eny suggestion thst the 


Canadian Pacific should be on @ consolidated basis, That is 


@ matter that the Board, I take it, would have to consider 
end decide, 

MR COVERT: Q. Now, what I want to find out, Mr. 
Cooper, is whether or not uniformity of accounts should 
also prescribe consolidated reporting, in your view? 

A. I would say not. I think consolideted statements 
ere something in addition to the eccounts to be prescribed 
in account classifications. 

Q. Then in your view eould I say this, Mr, Cooper, 
thet to bring obout the desired uniformity of sccounts, 
which has been Something which we perhaps could conclude 
from the unenimity of a11 is something devoutly to be 
desired, you soy consolidated reporting is not necessary? 

A. Not to be 2 matter for inclusion in accounting 
Classifications to be prescribed by the Board, 

Q@. I do not know, Mr. Cooper, whether that gives me 
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all the information I went. Let us say thet that is one 
answer, Now, is there snother answer, that the regulatory 
board should be furnished with consolideted returns? 

A. I did furnish -- it is referred to at the foot 
of page 92 -- a publication by the Interstate Commerce 
Commission--- 

Q. That is right; thet was filed this morning es ean 
exhibit, I think. 

A. Yes. And my purpose in filing that exhibit 
was that whoever is considering this matter of uniform 
accounting would have available the study that the Inter- 
State Commerce Commission made into that subject, and the 
conclusions which they reached, end I would believe that 
that--- 

THE CHAIRMAN: Q. What was their net conclusion? 

A. I think, sir, that they say you should--- 

Q. Do they prescribe uniform accounting? 

A. No, sir, but they ere going to require -- at least, 
my information is to that effect, that they are going to 
insist on the carriers furnishing consolidated statements 
in certain cases. 

MR. COVERT: Q. .That is the point that I oem trying 
to arrive at, Mr. Cooper, what your views are on that. I 
am asking this for the benefit of the Commission: Is it 
in your view necessary to have consolidated reporting in 
Conada? 

A. It is necessary so far as the Canadian National 
Railway is concerned, yes. I do not know enough about the 
effairs of the Canediean Pacific Railway Company to say 
whether their reports on their present company basis are 
Satisfactory or not. 

Q. Then can I put it this way: Are you suggesting 
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gate this matter ag one of the items involved under uniform 
accounting? 

hel Yea: 

Q. Thst is as for ag you want to go? 

Ay het 1s right, 

COMMISSIONER INNIS: Q. On poge 89 you have 
something to say about the Dominion Bureau of Statistics, 
to the effect thet on a few known particulors there was 
“pperently disagreement; sre those perticulars at all 
Serious? 

A, It is again a question >of degree. I do not know 
how serious these things are. Take the case of the 
Canodien National Express snd the Canadian Pacific Express. 
We heave two methods. The Canodisn Nationel treat express 
operations as if it was straight rail line operation. We 
do not see any distinction between express and say milk 
traffic or mail traffic, so we treat our express department 
in the same way we treat passenger and freight and other 
rail transportation business. It is my understanding that 
the Canedian Pacific do not do that. They operate a 
Separate express company, end the express company transfers 
to the railwey compeny its what sre termed express 
privileges, which is 9 kimd of payment for rent for the 
facilities provided by the railway. The smount so trans- 
ferred is taken into the Canadian Pocific sccounts in 
their rail line revenues. So thet we have the gross 
revenues in our gross revenues ond our express expenses in 
our rail line expenses, whereas the Canadian Pacific take 
8 net figure into railwey operoting revenues. The effect 
on net revenue is Ssubstantislly the same, but it does 
effect the operating ratio os to whether they are teken in 
on 8 gross basis or they ere taken in on a net basis. On 


& comperison of operating ratios between the two companies 
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the different method shows up unfavourably as to the 
Canadian National Railway. 

MR COVERT: Q,. On matters of this kind, Mr, 
Cooper, I take it that the Canadian Netional's position 
is thet the question as to how these are to be dealt with 
Should be a matter for the Board of Trensport Commissioners? 

ow.) Laren 

Q. And you ere prepered to abide by the decision 
they make? 

Rw Ves, (sir, \ifiwerhave not @ case we will be 
knocked down, and we will take it, 

THE CHAIRMAN: Are you about through? 

MR COVERT: Well, no. I might Just ask this one 
question, Mr. Chairmen, 

Q. Iwas just wondering if the Canadian National had 
meade eny estimates of what they had lost in revenue. because 
of what might be termed delays in the decisions in the 
rate cases; have you made eny estimates of that? 

A. Would thet be the amount of revenue which would 
heve been earned if sey instead of October llth--- 

@. Yes, 

A. ---the increases had been put into effect as of 
some fixed date? 

Qs EBs 

A. No, I heve not made that, 

Q. You have not? 

A. No, 

MR O'DONNELL: We would have to have 2 fixed date 
in each case, We would have to have a cut-off date in each 
cease as to which to make the computation. 

THE CHAIRMAN: There is reference made in some of 
the figures furnished as to what--- 

MR O'DONNELL: Yes. We said thet the imbalance 
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between operating expenses end the increases was some 
$79 million; but I think to make the computetion my 
friend esked for we would have to have a cut-off date. 
We would heave to assume that Sey the dey after we made 
the application we would g et the increase, or we would 
get the increase a month after we made the application. 

MR COVERT: My suggestion was going to be that 
you would take a month ofter the epplication was made. 

MR O'DONNELL: That is foir enough, 

MR COVERT; And I wonder if we could have that. 

THE WITNESS: I think the Cheirmen was correct in 
Saying that something, some information on that--- 

THE CHAIRMAN: Yes, you did give us figures there 
to show whet would have occurred if you had had these 
revenues over the whole of the year instead of from the 
llth of October on, 

THE WITNESS: Yes. For example, we ssid this 
morning thet if the 8 per cent freight rate increase had 
been in effect from Jenuory 1, 1949, insteod of from October 
11, it would have increased our revenues by $12,056,000. 
Now, you could essily work that back to any date you like. 

MR O'DONNELL: Mr, Covert would like you to do it, 
I think, Mr. Cooper, and he Suggests thet we make the com- 
putetion on the basis that one month from the dete of each 
pepit te uted the award would have come into force. 

THE WITNESS: Yes. 

THE CHAIRMAN: Then we will take that up in the 
morning, 


---The Commission adjourned at. 4:47 p.m., to meet again 
at 10:30 e.m., on Wednesday, March 22, 1950. 
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Ottewe, Ontario, 
Wednesdey, March 22, 1950. 


MORNING SESSION 


MR O'DONNELL; Mey it please the Commission, 

Mr Covert asked Mr, Cooper yesterday if he coula prepare « 
Statement showing what the estimate of revanue accruing 
would be had the rate increase becoming effective one month 
Subsequent to the date of the application, I have here a 
Statement which might be produced es -- 

MR. COVERT: Exhibit 250. 

MR O'DONNELL: -- Exhibit 250, Mr. Covert also - 
asked Mr, Cooper to prepare 4 etatementas to the results 
of operations on a re-stated basis, Mr, Cooper has another 
Statement which I produce as Exhibit 251, 

THE CHAIRMAN: What do you say it is? What is 
the point? 

MR O'DONNELL: It is showing the results of 
operations on a re-stated basis, 1939 to 1948 had the in. 
terest receivable on the Government capital fund of $300 
million been available; that is, that there would be 
$9 million a year interest and so on. Those are the figures 
thet Mr. Covert asked him to re-State, and that is Exhibit 
251. 

THE CHAIRMAN; You have copies of those exhibits, 
have you? 

MR O'DONNELL; Yes, my lorg, 

THE CHAIRMAN: Could we have those? 

MR O'DONNELL: Yes, my lord. I should like to 
make it very clear, inasmuch @s it has been indicated to 
me by one of my friends that this Exhibit 250 was asked 
for by Commission Counsel, that it was in compliance with 
that request that it is being puc forward, 

THF CHAIRMAN: Yes, it shows what the figure 
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might have been, What 1s the difference between the 
two figures? 

MR. O'DONNELL: What additional revenue there 
would be had the increase which was applied for on the 
date mentioned in the Exhibit been granted within one 
month of the making of the application in each case. 

THE CHAIRMAN: Does this show the additional 
or the total as it would have been including the actual ? 

MR. O'DONNELL: Q. That would be the additional, 
would it not, Mr, Cooper? 

MR, COOPER;: Yes. 

THE CHAIRMAN: The additional only? 

MR. O'DONNELL: Yes, 

THE CHAIRMAN; Approximately $100 million. 

MR. O'DONNELL: $109,748,000. 

MR. COVERT: My reason for asking for it, Mr, 
Chairman, was that tihere had been suggestions that one 
of the unfortunate things about the rate cases was the 
delay, 

THE CHAIR:MAN: Yes; that is a pertinent matter, 

MR. O'DO NNELL: We had no objection to giving 
it. 

MR. FRAWLEY: That being so, may I say that it 
ds quite all right gor my friend Mr. Covert to want to 
put this evidence ram the record. But speaking for 
myself I should like + to say that we apologize in no 
manner for the fact: that the rate cases took as long 
as they did, There .are many factors that entered into 
the situation which explain and justify the time that 
was taken, For months and months we were groping and 


groping because of the manner in which the railways 
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presented their case, and of course it took a long time, 
We demanded particulars, and we got some; others we did 
not get. I submit with respect that there must be no 
implications left in the minds of this Commission that we 
the Provinces are rgsponsible for losing this amount of 
money to the Canadian National Railways. 

COMMISSIONER ANGUS: Are you equally anxious 
to avoid similar delays in future cases? 

MR. FRAWLEY; I think the railways have now 
learned a good deal as to how to present their case, 

MR. CARSON: I take it that Mr, Frawley is 
Saying that he is perfectly blameless. 

MR. FRAWLEY: \Yes, indeed, 


.. EXHIBIT 250.....filed by 
Mr, O'Donnell 


: Canadian National 

: Railways - - state- 
: ment as to Estimated 
: Revenue Accruing had 
: Rate Increases become 
: Effective 9ne Month 

: Subsequent to Date of 
¢ Application. 


.» EXHIBIT 251,....filed by 
Mr. O'Donnell 


Statement showing 
Results of Operation 
on Restated Basis, 


1939 - 1948, 


ee 88 08 86 


T. H. COOPER RECALLED 


EXAMINATION BY MR. COVERT - (Cont. ) 


THE WITNESS: Mr. Covert, may I interrupt for 
one moment with respect to Exhibit 251. 
Q. All right, Mr. Cooper. 
A. I have prepared this statement at your request 
and it is prepared as I understood you wished to have it. 


But in submitting it, I do not want it to appear that this 
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is an Exhibit produced by the Canadian National Railways, 
except to meet your request, I Should like to add all 
the protests which I made yesterday efternoon to the use 
of the figures in this way. 

Q. As I understand it, your objection is this. You 
say it is not realistic? 

A, Yes, 

Q. Because you say that this $9 million should not 
have been taken into consideration in 1939, TI think you 
Said that that should not be taken back in 1949? 

A. That is one consideration. 

THE CHAIRMAN: Q. Mr, Cooper, this remark of 
yours applies only to Exhibit 251? 


Awo Fos. 


(Page 18780 follows) 
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vm COVIRT; With respect to Exhibit 251 there 
is one thing I have just seen, my lord, and I just want 
to get an understanding of it. Q. Mr. Cooper, you have 
taken operating revenues, deducted operating expenses, 
leaving you a net Operating revenue? 

A. Yes. 

2. From that you have deducted taxes, equipment, 
rents and Other Income, leaving the amount available 
for payment of interest? 

A. Yes. 


@ 


Now, is that interest on the funded debt ? 
A xe. 

Q. Then the next figure is the interest on hbords 
held by the public? 

A. Yes. 

Q. That is, the bonds that were held in each 
of those years? 

» Be) Yess 

Q. That were actually outstanding? 

A. This is the interest which we paid on the 
debts held by the public in each of those years. 

Q. Oh, yes. I am sorry, there was apparently a 
misunderstanding. What I had wanted you to take into 
consideration there was to re-cast that giving effect to 
the revision of the capital structure as if it had taken 
place’ 

A. That is what I have done, Mr. Covert. 

Q. Oh, have you? 

A. Yes, I have dropped from the results of these 


years the interest on the Government loans and then I 


have taken a credit for the $9 million, and I have reduced 


our interest payments by the $9 million, to produce the 
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interest payments which would have been made if interest on 
Government loans had been cancelled and we had been 
receiving the three percent on the capital fund of $300 
million in each of the nine years. 

Q. Yes, again perhaps we have misunderstood each 
Other. What I had intended was this, that you would 
take a position in 1939 as if the Proposals which you now 
Suggest had been Siven effect to; in other words it would 
have reduced your interest requirements by $21.8 million. 

. A. That is what I have done, Mr. Covert. 

Q. Oh, have you? 

A. Yes. 

Q. Then you have assumed for the purposes of 
1939 for example that the bonds held by the public were 
only $584 million, is it? 

A. No, in 1939 our fixed charges were -- let me 
speak of 1648 Pulte Bavy beseusa: the figures are more--- 

Q« \Yes, E an sorry? 

A. Our fixed charges in 1948 as shown on Exhibit 
no. -I don't know what the number 28: 

MR O'DONNELL; 251. 
THE WITNESS: Exhibit 251 were $46,341,727. 

That included » $23,202,817 of interest on the funded 
debt held by the public. Now, that is 4a figure which I 
have shown in the end column as interest on bonds held by 
the public. 

Q. Yes? 

A. The figure of $46,341,727 which I referred to 
a moment ago as being our fixed charges, included 
$21,627,032 of Government interest. Now, in Exhibit 251 
I have eliminated that item of interest, and in addition 


I have taken credit for $9 million which is precisely what 
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1s proposed or what has been proposed by the President 
in his submission to the Commissi n. 
Q. Well, as long as we are clear. Can you look 


¥ 


at the figures for 1939 on Exhibits 2517 


A. Yes. 

Q. That is 251, the one you have filed this morning 
A. Yes», 

Q. Now, what were the interest requirements on bonds 


held by the public in 1939? 

A. The figure was $49,814,378. 

Q. Yes. Now, what was the amount of outstanding 
bonds held by the public? 

A. $1,263,401,000. 

Q. That is, held by the public? 

A. Yes. 


Q. That is where we have reached a misunderstanding, 


Mr. Cooper . you see, what you have done is you have taken 
out of each year only the interest on bonds then held by 
the public; but what I asked you to assume was, if the 
submission of the President had been put into effect im 1939, 
not just that the bonds as they exist today, the funded 
debt held by the Government as it exists today, or taki ng 
into consideration the bonds held by the public today; 
but giving you the full relief that you have now asked 
for, that is, if there had been left on the books of the 
C.N.R. a funded debt of only $584 million, what would 
have been your position? 

A. Yes, I -féliow that. Ff might mention or remind 
you that I said, when you asked me, that I would check 
with you before we went to work on the Statement, and I 
Showed you a Sample of what I proposed to do, and you told 


me it was satifactory. 
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Q. Well then, if that is so, I certainly mis- 
understood it because what I wanted you to do was to re- 
cast the position back to 1939 

A. Yes, well, we will make a further statement. 

%. I am very sorry about that, Mr. Cooper, because 
apparently it is my fault. 

A. Yes, we will Prepare another statement, but the 
further statement is going to be even more unrealistic 
than this one. 

MR O'DONNELL: You would like the unrealistic 
further statement? 

MR COVERT: The unrealistic further Statement. 

MR O'DONNELL: Right. 

MR COVERT: Q. Now, Mr Cooper, yesterday you 
stated that as far as the C.N.R. was concerned, you were 
willing to be made Subject to income tax, and you say: 

"If you adjust our capital structure, put us 

on a parity with the Canadian Pacific in respect of 

those matters, we’ are satisfied to be put on a 

parity with them with respect to matters such as 

income taxes." 
Now, what I wanted to do, if I could, was to see if it 
were possible to put the two companies on a parity. Now, 
you put them on a parity with respect to proportion or 
ratio of funded debt, that is your Suggestion here. Then 
you say you are willing to pay income taxes too. Now, do 
you think that that would put the two roads on a parity 
if you adjust those two things? 

A. I think you have taken my statement there just 
@ shade too literally. I was Speaking in broad terms. 
I was saying, or I intende to say, that if we were put 


On a parity, as has been proposed, that there would be no 
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abjection on our part to our being made liable for 
Canadian income tax. I did not mean that we shoulda have 
precisely the same percentage of funded debt and pre- 
cisely the same percentage of equity capital. 

Q. No. 

A. I was Speaking in a broad way as if the pro- 
posals which had been Submitted which are intended to 
put us broadly on a comparative basis, had been made 
effective. Then I said: we will also be on a parity 
with our competitor in the matter of income tax. 

Q. Yes. Well now, would these proposals put you 
On a parity with the C.P.R.? 

A. Oh, I think we would be very inferior yet to 
the Canadian Pacific. I showed you yesterday that for the 
year 1949 with all the additional revenues assumed to 
have been received, with these adjustments made, that 
our net income would be a matter of $13 million. Now, 
that surplus would disappear if our traffic volume were 
to be reduced by 23 per cent. I said therefore that even 
on this basis there is really nothing left for a return 
on equity capital, there is nothing left for additions 
and betterments. I don't think on that basis that we have 
yet approached comparability with the Canadian Pacirie, tn 
results. 

Q. Now, Mr. Cooper, that is just taking 1949, 
but what I wanted to do was to work out with gel) weer Wa tee | 
could, some broad principles. If you reduce the funded 
debt of the Canadian National to approximately $580 
million, and then you have this $300,million indebtedness 
from the Government, it in effect reduces your capital 
charges to about $14 million, doesn't ite 


A. Our interest charges on the revised basis 
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for the year 1948 would be $23,202,817, less $9 million 
$14,202,817. 

Q. Yes, could we compare that with something in 
Canadian Pacific for instance? 

A. I believe the Canadian Pacific fixed charges 
were in 1948 $15,89.0,264. Now, those figures are not 
comparable. I was giving you the interest on funded debt 
in the case of Canadian National whereas I have 
quoted fixed charges in the case of Canadian Pacific. 

I would have to take out of the $15,890,264 of fixed 
charges for the Canadian Pacific those items which are not 
interest payments, and I have not that breakdown here. 

Q. Well, could you add something to your 
$14.202 million of the Canadian National to Bring it 


up to the--- 
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A, The Canadien National fixed charges for 1948 
a8 reduced would be $15,714,695, and the Conadion Pacific 
would be $15,890,264, 

Q. So they would be, then, about the some? 

Boge Lit figures, yes, 

Q. Now, whet I am trying to find out, Mr, Cooper, 
is how else we could put them, es I Soy, on @ comparable 
basis. Now, to live, for exemple, I suppose the Canadian 
Pacific must pay their preference dividends -- that 1g,. to 
live for any length of time? 

A. I think they have been known not to pay it. 

Qi Mes, “DUE, As. T Séy.4. 00: live for any length of 
time wouldn't you regard that as being SO, bearing in mind 
that one is privately-owned ond one is publicly-owned? 
What I wanted to find out was, if there sre certain things 
thet the Canadian Pacific must pay to live, as compared 
with what the Conadisan National must pay to live. I think 
you said yesterday that the fact that the state guerantees 
your interest, end I think you mentioned in one case 
that there was -- not in particular the Coenodian National, 
but dealing with 3 predecessor, that there was no question 
of bankruptcy of 3 Government -owned railway. Now, I say, 

bearing that in mind, what I wanted to find out was what 
smounts you would Say thet both of them have to earn to 
continue, Now, do you think thot is possible? I was going 
to suggest to you that they should perhaps pay 3 preference 
dividend of 4 and s common dividend of 5, or thet they 
Should have to pay income tax and have something for sur- 
plus, What I went to find out is what you say the Cenedian 
National must do to put them on this so-called comparable 
basis? 

A. I think it would be highly desirable that the 


Canadian Pacific should continue to pay dividends on its 
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common and preference shares, and certainly from my point 

of view I would hope thet that position will never be 

jeopardized, What the Conadian National should heave as 2a 

comparable position would mean that in addition to the 

interest on our fixed debt we should pay 2 return on the 

equity capital, end we have not teken any different position. 
MR FRAWLEY: I did not catch the last part of the 


answer, 
MR COVERT: He said, "We have not taken any dif- 
ferent position," 

Q. I prefaced this, Mr, Cooper, by Saying to live, 
and by that I do not mean Just to live tomorrow, but for oa 
period of years, For instance, the Board of Transport 
Commissioners held, I think, in the 21% Case, that there 
Should be $15.7 million for fixed charges, $21.3 million 
for preference and common dividends, income tax of $9 


million, and surplus of $15.2, or $61 million. 


THE CHAIRMAN: Mr, Covert, are your questions 
addressed to what the company ought to do if it disregarded 
Government guerantees end still kept out of bankruptcy, 
what position it ought to be in? Is thet the point? 

MR COVERT: My point is this: References have 
been made to putting them on » comparable basis, Now, I om 
Suggesting to the witness that to live end continue sand 
carry on it would seem--- 

THE CHAIRMAN: Have you in mind that behind thet 
they always have the Government and Government guarantees 
and so on? 

MR COVERT: First I was directing it es far as the 
Canadian Pacific wes concerned. To live and carry on it 
would seem that they must heave to have somewhere in the 
vicinity of the figure of $60 million. 

THE CHAIRMAN: Quite, 
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MR COVERT: Now what T am trying to find out is 
what the Canadian National must have to live, . 

THE CHAIRMAN: Well, having regard to the fact 
that it is Supported by the state--- 

MR COVERT: That is right, supported by the State, 

THE CHAIRMAN: Thot is one thing. 

MR COVERT: Thst is one thing. 

THE CHAIRMAN: I thought perhaps you were trying 
to ascertain what it would have to have to live if it were 
not ‘Supported by the Government. 

MR COVERT: TI was coming to thet, Mr, Chairmen, 
but 1t seemed to me that we had to deal with this first, 

THE CHAIRMAN: All right; I see, 

MR COVERT: Q. Now, could we get down to some 
basis like thet, Mr, Cooper? 

A. I think thot is rather an important question, 
which I would like to Spend some time on. I would have no 
objection to taking it under consideration and perhaps 
coming back tomorrow with en enswer to that question. 

MR O'DONNELL: I think that is a very broad sub- 
Ject, and just to ask Mr. Cooper to do the mental gymnastics 
in the box is 8 little difficult. I think he would be glad 
to try to go into that, but certainly the money which the 
Canadian National requires before it reaches the point where 
it has a surplus is altogether different from the money 
which the Ceansdian Pacific requires before it reaches the 
point where it has a Surplus. The matter of comperability 
is something that has to be spproached from quite s number 
of different angles, and I think st this point we might osk 
that you be good enough to allow it to remain for consider- 
otion and study. 

MR FRAWLEY: My lord, so that I can follow Mr. 


Covert's cross-examination, perhaps he would be good enough 
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to indicate egain the figures he Says the C.P.R, needs, 
and just how it was made up. I did not catch the explana- 
tion. 

MR COVERT: TI had token the figures, Mr, Frewley, 
roughly, of fixed charges of 15.7, preference and common 
dividends of 21.3, surplus of 15.2, ond income tax of 9 
million, 

MR SHEPARD: Mr, Cheirmen, I think perhaps some 
comment should be made, thet as far as those figures are 
concerned, I know that my friend Mr. Covert ig thoroughly 
femilior with what is going on now sand whet hes been going 
on, but there has been 8 great deal of discussion as to 
whether those figures sre in fact the financial needs of 
the C.P.R. The question of Surplus is now under appeal to 
the Dominion Cebinet. The question of dividend and fixed 
charge requirements hag been the Subject of continued liti- 
gation, and the provinces have been contending thet there 
Should be an opportionment there. 

MR COVERT: Well, my lord, that is the figure. I 
cannot take a figure and 8ay it is correct and Satisfy ell 
perties, 

THE CHAIRMAN: You have to toke 2 figure subject to 
these Objections, 

MR COVERT: Q. Mr, Cooper, at the same time you 
might consider this: If there is to be comparability with 
respect to one, it would seem to me thst you might have to 
consider the effect that it may heve of making the two roads 
comparable as far ag fixed chorges are concerned, the effect 
thet that will have on other phases of comparability. I 
think that thet may be important, end I Just esk you if you 
Could to give us your opinion on that later, 


A. Yes, 
Q. Now, I wanted to take up with you, Mr. Cooper, this 
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question. Mr. Gordon indicated that the past could not be 
taken as an indication of what to expect in the future, and 
I think you have said the same thing in your evidence -- [I 
could find the specific page if you needed it, but I think 
you will recall it -- that there had to be a relation be- 
tween the capital structure and the future earnings of the 
company. Now, it would seem to me that that was very import- 
ant, and I just wanted to know if there is eny basis which 
you could suggest of forecasting or making an estimate of 
What you would consider normal earnings for the Canadian 
Netional -- that is, assuming 2 reasonsble level of rates 
end tolls, because your statements have been predicated on 
the fact that there is an imbalance due to the lack of 
proper rates and tolls? 

A. How far into the future do you wish me to look? 

Q. Well, Mr, Cooper, I cannot tell you that. I am say- 
ing just that you and Mr. Gordon both have used the expression 


yourselves. Now, that is why I am asking you, I do not 


know how far in the future elther of you did look. 
THE CHAIRMAN: I did not catch Mr. Cooper's objec- 
tion. 

Q. What was it you said? 

A. I was asking Mr. Covert how for he wished me to 
project my thinking into the future. He said could I make an 
estimate of the financial needs of the system looking forward, 
and "forward" igs a very indefinite period. If you went five 
years or ten years, it is a vastly different thing. We find 
quite a difficulty in submitting a budget for the yeer 1950. 
For example, we have prepared a budget for the year 1950, 
and it has already been thrown out of balence by the addition- 
81 freight. incresse which w@s recently granted by the Bosrd 
end which goes into effect this week. Our budget for 1950, 


which was prepared about three weeks ago, is already out by 
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$15 million on that one item, 

MR COVERT: Q. Mr, Cooper, all I am saying is 
that when you Say thet a reslistic capitalization of the 
Canadian Nstionsl must of necessity be related to its 
future earning power, then you say you really cannot do it? 

AE gata yesterday, I think, Mr, Covert, that that 
was rather to emphasize that the adjustment which was pro- 
posed should not be based solely on the past earning power 
of the company. It could have been expressed negatively 
rather than the way it was; we could have Said that in 
erriving at this adjustment you must not take our record 
as it stands and come to any conelusions on that, 

Q. Now, Mr, Cooper, perhaps we could deal with that 
a bit. I think that you took 9 figure -- that is on page 
18639, in volume 99, just about in the middle of ‘the page 
o= you Sale’ this 

"In the 26 year period 1923 to 1948 the net 

earnings of the System available for the payment of 

interest averaged $27,660,483 per annum, which, when 
capitalized (3.39%), equals $816 millions." 
Now, if you capitalized it at your present rate I think it 
would equal somewhere eround $838 million. Then you go on 
and say: 
"This amount of fixed charge debt cannot be used as 2 
reasonable guide to the future without regard being 
given to changed conditions embracing increased costs 
of operation, including -material prices" 
and so on. That was for 4 26-year period, Mr. Cooper, and 
I am Suggesting to you that it includes the period when you 
hed teken over ell of the lines and were in the process of 
Co-ordinating them? 
A. Yes, 
Q. Now, how long would you say that that period lasted, 
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Mr. Cooper? 

A. Approximately the first decade after amalgamation. 

. And that was ea period of heevy expenditures? 

THE CHAIRMAN:Q.That period is beginning in 1923? 

A. Yes, my lord. The expenditures we were Speeking 
of -- I think the figure igs $100 ‘million =s: wes more of 5 
capitel expenditure, 

MR COVERT: Q. Yes, but wouldn't you say thet 
during some of that period it was a period of more than just 
heavy capital expenditures? Didn't the Durr Commission 
indicate that? 

A. Yes, I would agree that in the first ten years of 
operation our maintenance costs were charged to Some extent 
with the backlog of maintenance which came over in 1923. 

Q. It was also a period of the great depression? 

A. Yes, 

Q . That period of 26 years? 

Ay T¥ess 

Q. And then you haa the boom period of the wer? 

Ay Vee. 

Q. But that period, war and post-war, you also had 
what you would call 3 period of low rates? 

A. Well, we made very substantial net earnings during 
the wer. 

Q. Could we put it this far, Mr. Cooper: You would 
ogree, I think, thet from 1945 on you had a period of low 
rates? 

A. Low rates relative to our costs, yes, 

Q. So that by ond large, when you take that 26-year 
period, there igs a long period in there where the circum- 
Stances under which the Canadian National Operates sre most 
adverse -- 3 period of co-ordination, e period of depression, 


and 8 period of low rates relative to cost? 
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A. May I refer you, Mr. Covert--- 

MR O'DONNELL: Well, is that quite right? Low 
rates relative to cost -- you are referring to the last few 
years? 

MR COVERT: Yes, 

MR O'DONNELL: When the imbalance occurs. 

MR COVERT: Yes, 

MR O'DONNELL: The last four years, 

MR COVERT: Oh, yes. 

THE WITNESS: May I refer you, Mr. Covert, for an 
answer to your question, to Table No. 4A on page 37 of the 
mein submission. That is 2 statement which was prepared to 
take out of the 26-year period the depression years and the 
wer years, and on that assumption it shows thst the average 
deficit would be $20,899,806 per annum; and thet figure com- 
pared with the figure on page 52, which includes sll of the 
years, shows thet, excluding the depression years and the 
war years, our deficit was somewhat Greater than it was for 


the full period, 


(Page 18797 follows) 
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Q. All I have askea you, Mr. Cooper, is this, 
During that period of twenty-six years, having regard 
to the Canadian National, you did have extreme adversities 
and you were operating under extreme conditions; that is, 
during the period of co-ordination and the period of 
depression and the post-war period, when the rates were, 
as you say, out of balance with your costs, 

A. It is my opinion, on looking at the record of 
the Canadian National since amalgamation, taking the 
good years with the bad, we have averaged, as is shown on 
Exhibit 251, an average annual deficit of $20.8 million, 

MR. O'DONNELL: That is not Exhibit 251, 

MR. COVERT: No, it is Exhibit 228. 

THE WITNESS; I pointed out yesterday that some 
adjustments should be made to relate the past with the 
present, and I did not want to go into all the affairs 
whichare different today than what they were over the 
twanty-six year period, I said there Should be an adjust- 
ment with respect to depreciation accounting. We commenced 
depreciation accounting in 1940. We did not have it for 
the period 1923-1949, That is a major adjustment that 
Should be made, so I made it. JI think too, in looking 
at our present Situation, that it is inescapable that one 
Should make an adjustment with respect to the addition of 
the Newfoundland Railway to our Railway System. That is 
Something that happened last year, There is nothing in 
the twenty-seven years of operation with respect to that. 
Taking those two adjustments together, fa fee Oe ee 

Q. I know you did, Mr, Cooper; and with respect, 
I say that Ido.not think you are answering my question, 


A. I am sorry, What is your question, please? 
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Q. I have'asked you if, over that long period of 
twenty-six years, the Canadian National probably more 
than any other railway was not operating under extremely 
adverse conditions for the major part of the period? 

A. I do not think I woulda agree with you on that, 

Q. In connection with the Same matter, would you 
not think that the tremendous increase in the population 
of the country today, as compared with what it was during 
the first half of that period, would also have a tremendous 
effect on the future of the Canadian National? 

A. I agree with that, yes, 

Q. And therefore, rather than Say that you could 
take those twenty-six years as a test, would you not 
think that the future of the Canadian Nati onal is probably 
a great deal brighter than as represented by those twenty- 
Six years? 

A. I think you are Overlooking the effect of 
competition from trucks, buses and airways; that competition 
is a very serious problem for the railways, looking into 
the future, 

Q. In your view, Mr, Cooper, is that one of the most 
serious problems of the railway? 

A. I should say yes; and Mr, Fairweather can go into 
that matter very thoroughly. 

Q. But coming back to my question, I just wanted 
to find out whether or not you really think that this 
twenty-six year period is really not an unfavourable 
period as compared with the possible future of the Canadian 
National, and you Say you cannot agree with that? 

A. That is my opinion. 

Q. In other words, you think that the years ahead 
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will not be, on the whole, as good as those past twenty- 
six years? 

A. As things Stand, 1950 will not be as good as 
1949, For the first two months of this year, our traffic 
has fallen off. by 8%, 

Q. So your answer to that question I just put to 
you is that you do not think the next twenty-six years 
will be as good as the past twenty-six years? 

MR. O'DONNELL: He did not Say that. 
THE WITNESS: I did not Say that. 
MR, COVERT; Q, I asked you - - 

A. I am not going to forecast what I think will 

happen in Canada during the next twenty-six years, 

MR. O'DONNELL;:. He had trouble looking ahead 
one year, 

MR. COVERT: Q. Then in revising the capital 
Structure of the Canadian National , in your view we really 
cannot take the results of the twenty-six years past as a 
guide? 

A. Not and determine the adjustment on that by 
itself, 

Q. And we cannot make an estimate of the future 
for that purpose? 

A. I doubt it very much, 

Q. Then in order to determine what should be the 
capital debt of the Canadian National, must we then fall 
back and compare it with other Class I roads? 

A. I would say that is one of the yardsticks you 
should use, 

Q. What would be another yardstick? 


A. The determination of what would be a proper 
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capitalization for the Canadian National Railways is a 
matter which has been decided, as far as the railways 

are concerned, on the judgment of our President, I think 
Mr. Donald Gordon probably is as well qualified as any 
man in Canada to review the economic future of this 
country and to appraise correctly the situation of the 
Canadian National with respect to its ability to carry 

a reduced capitalization. The proposals which have been 
made represent his judgment. They are concurred in by 
his Board of Directors, [I am not here to express my views, 
I am here to furnish factual information as far as that 
is needed to support the proposals which have been made, 

Q. Yes, Mr, Cooper; but we must know the tests 

or the reasons which you use to arrive at a conclusion 

or a recommendation. You have given me one -yardstick, 
and the other yardstick is Mr. Gordon's judgment. What 
I want to find out is if there is another yardstick we 
can examine, 

A. You have the record of the past, 

Q. But you have told me in effect that you cannot 
take that, 

A. I say it is a factor. 

Q. Let us take the comparison you make with the 
United States roads. As you are more familiar with your 
Brief than I am, Mr, Cooper, could you tell me the page 
at which this matter is dealt with? 

Ae At page 54, I think, Mr. Covert, 

Q. You compare the fixed charges, the gross revenues 
and the ratio; and I think, brought up to date that is now 
9.43 for the Canadian National; 4,18 for the Canadian 


Pacific, and 4,4 for the Class I roads? 
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A. Yes, 

Q. So that the position is that the Canadian National's 
ratio is more than twice that of the Canadian Pacific? 

A. More than twice that of the Canadian Pacific and 
more than twice that of the Class Ti dendg, 

Q. Then at page 55 you list the five roads there? 

A. Yes, 

Q. And according to these figures, the ratio with 
respect to those five roads varies from 7.88 down to 1,89? 

A. Yes, 

Q. For instance, comparing the ratio for the 
Pennsylvania Railroad with that of the Acheson, Topeka and 
Santa Fe System, we find that there is a variance in the 
ratio of the two roads to the extent that one is four 
times the other? 

A. Taking those particular roads, yes. The Pennsylvania 
and the Canadian National do not show the same disparity 
as if you took the Class I roads as a group. On the other 
hand, if you take = . 

Qi Ot us take = « 

MR. O'DONNELL; Let him finish, Mr. Covert, 

Q. You started to say, "on the other hand, if you 
take - - "; what were you going to say? 

A. I was going to Say that if you take the road 
with the most favourable ratio, the Santa Fe, then our 
position by comparison is just that much worse, 

THE CHAIRMAN: Q. Woula you speak a little 
louder, please? What were those last words of yours? 

A. Is just that much worse, If you compare the 
Canadian National with the Santa Fe by itself, their ratio 


in 1947 was 1.89 whereas ours was 10.48, 
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MR. COVERT: Q. If you compare the Canadian 
National, the Canadian Pacific ana the Santa Fe in 1947, 
you would have the figures of 10.48, 4.60 ana 1.89? 

A. Yes, 

Q. .Is that not a. fairly clear indication in itself 
that there really is no true ratio, that the ratios them- 
selves are not comparable? 

A. That is why I took the Class I roads as a group, 

Q. Yes, 

A. I think that to compare the Canadian National with 
those five large United States railroads, you have so 
much difference in the comparative results that it is very 
difficult to draw a conclusion, except that the Canadian 
National, by any measurement, is out of line. But if you 
take the Class I roads as a group, I am submitting that 
that is the best thing you can do. If there is a better 
method, I should be very happy to produce the figures, 

But I cannot think of any better comparison than to take 
the Class I roads of the United States as a group and 
compare them with the Canadian National, In the group 

you have the good and the bad; you have the rich roads and 
the poor roads. By and large you have the United States 
railroads as a whole, By measurement the Canadian National 
Railways is about one-tenth of the Class I roads; and it 

is my submission that that is the best basis for comparison 
that I can suggest, 

Q. As I say, the fact that you would take one road, 
the Pennsylvania, and the other one, the Santa Fe, and 
would show such a great variance in one year, would not 
disturb your idea of comparison? 


A. No, it does not, 
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Q@. Then I should just like to clear this point up, 
and I am looking at page 55. Suppose, for example, that 
the capital revision that you now suggest had been in 
effect during the years 1932-1947, Your ratio then 
would be vastly different fron those of the United States 
roads during that period? 

A, The comparison would obviously be very different, 

Q. While we are dealing with that Subject, Mr, 
Cooper, may I just ask you this question, In considering 
the question of the ratio of fixed charges, having regard 
to the United States roads and the Canadian National, it 
would be true that the considerations that applied as 
to why they had large fixed charges in one year and this 
continuous reduction, especially during the war years, 
would be different; there would be reasons for that which 
would not be really pertinent with regard to the Canadian 
National, Is that not true? 

A. Oh, I think we have the same reasons, For 
example, ~ and I am looking at page 55 - the Canadian 
National rati¢ in 1932 was 37.05%, and we fall down just 
as the other railways fell down; the reason being, of course, 
that the gross revenues increased, Expressed as a percentage 
then the fixed charges necessarily are on a reducing scale, 

Q. Have you any figures at all, Mr. Cooper, as to 
the possible write-down of investment in rail property 
that there should be in the Canadian National, for instance, 
if you went on the basis of depreciation of road property or 
if you were considering a rate beesis? 

MR. O'DONNELL: I think I might just comment 


here and say that we have not suggested anything of that kind 
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in the Brief, as far as I remember, That is a Study which 
would have to be made with another end in view than that 
which we have at the present time in making any submissions 


which have been made, 


(Page 18805 follows) 
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MR. COVERT: Well, Mr. Chairman, it would seem 
to me that one of the questions that may have to be taken 
into consideration by the Commission is whether or not 
the continuance of the requirements basis is proper. 

THE CHAIRMAN: In fixing rates, do you mean? 

MR. COVERT: Yes, is proper, or whether a 
rate base should be the desirable thing. Now, even if 
Canadian National has made no recommendation, the 
Commission might well want to know whether it is advisable 
for the Canadian National. 

THE CHAIRMAN: Yes, I see. Well, do I 
understand that Mr. O'Donnell is objecting to giving you 
this? 

MR. O'DONNELL: I don't object. 

THE CHAIRMAN: So far he has not been 
keeping that in view, that is the point. 

MR. O'DONNELL: I have not objected. I have 
Simply said that there is nothing in the submission along 
that line. We have made no request for write -down 
of the property investment account. We have made 


submissions as to the adjustment of the capital structure 


| with respect to the reduction in fixed charges and the 
providing of that fund. 

THE CHAIRMAN: Yes, but when the thoory 
is put to you, as Mr. Cooper just put to you then, what 
do you say? 


MR. O'DONNELL: Well, I did not quite follow 


how he put it. 
MR. COVERT; My po gnt, Mr. O'Donnell is 
this. It might be conceivable that the Commission should 


recommend that the requirements basis for determining the 
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freight rates should disappear, and that the rate base 
method would be used. I understood you to say that the 
Canadian National had not made any recommendation with 
respect to that, and my point is that the Commission 
may be very interested in inquiring -.into the matter, 

MR. O'DONNELL; Well, that would necessitate in 
my view a very careful study, and a very lengthy study 
possibly, as to what should be done in those circumstances. 
Rates have heretofore been fixed on the basis of 
requirements, and if the Suggestion is that the basis 
is to be changed to a rate of return on a rate basis, 
then that gets to the position of determining what the 
proper rate base is. That is something that I would think 
requires very extensive Study, and I was merely pointing 
out that in our submission we had made no request for 


anything of that kind at this time. 


MR. EVANS: I think in fairness to my friend 
I should say that we believe very strongly that we must 
come to that basis for rate making, not because I want 
to embarass my friend, 

THE CHAIRMAN: You have laid your case with 
that in view. 

MR. EVANS: Yes, 

THE CHAIRMAN: Mr. O'Donnell at least knows 
that. 

MR. O'DONNELL: Yes, I appreciate that. On 
the other hand it gets to this, as. I think my friend 
has said, as to what would be a reasonable property 
investment account in the circumstancas. That is some- 


thing which would come into play if the rate of return 
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theory is the basis upon which rates are to be fixed 
in the future, and, as I understand it, there is not 
much unanimity at the present time as to what the rate 
base should be. A rate base has been put forward and 
contended for, but it has not yet been accepted. It 
may ultimately be, I don't know. 

THE CHAIRMAN: Mr, O'Donnell, may I interrupt 
to say this, We believe that that is a matter that 
we would expect to hear debated before us, 

MR. O'DONNELL: Yes, well, all I was saying 
at this time, my lord, was that we had no Submission in 
Our Brief along that line. 

THE CHAIRMAN: No, 

MR. O'DONNELL: And that if it got into that 
field, which I think is a very extensive one, I would 
assume that very careful consideration would have to 
be given to it, 

THE CHAIRMAN: What had you been assuming 
up to the prssent then, that the other method, the 
requirements method, was Stabilized, was to continue 
without question? 

MR. O'DONNELL: That has heretofore been 
the basis, 

THE CHAIRMAN: Yes, I see. We think it is 
a imatter we will have to hear argument about, and, 
of course, argument supported by evidence, 

MR. O'DONNELL; We will be glad to give 
it consideration, 

THE CHAIRMAN: But as I say, you have had 
the C.P.R. case before, 


MR. O'DONNELL: That is true. We were letting 
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the C.P.R. run their affairs as we would like to be 
left to run ours, 

THE CHAIRMAN: But in the final result the 
Same measure will have to be used for both of you? 

MR. O'DONNELL: I agree, 

MR. EVANS: Perhaps I have given my friend am 
an unfair impression of what I was trying to say. As 
I said at the beginning, we do not expect to decide 
what the rate base is in dollars or what the return is 
in percent, but I would expect to discuss the principles 
and to put them forward, not the details, 

MR. MacPHERSON: Mr, Chairman, do I understand 
that my friend is Suggesting that there be an amendment 
to the Statute in any way, providing what shall be done 
in the matter of fixing the rate base? 

THE CHAIRMAN: Well, if Mr. Evans thinks that 
any amendment of the Statute is necessary to have his 
views prevail, he will have to prepare it, as everybody 
else has been doing, that is all; but he may think that 
no amendment is necessary, 

MR. MacPHERSON: I have not understood him 
to that effect: I didn't think it was necessary and it 
was a matter for the Board as such. 

MR. EVANS: I would not want my friend to be 
under any misapprehension. I don't think it is strictly 
necessary, but I would support one, 

THE CHAIRMAN: You would what? 

MR. EVANS: I would support an amendment to 
the Act to clarify this difficulty we have had. I 
don't think it is legally strictly necessary, and I 


have said that from the beginning. 
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THE CHAIRMAN: You thirg that in the long 
run the question can still be left to the Board? 

MR. EVANS: Yes, sir, 

THE CHAIRMAN: As to how they will measure 
your needs? 

MR. EVANS: Yes, 

THE CHAIRMAN: That is what you think? 

MR. EVANS: I woulda fully support an amendment 
to the Act if it is considered necessary, 

THE CHAIRMAN; But you would not propose one 
yourself? 

MR, SMITH: Amendment along what lines? 

THE CHAIRMAN: As I understand it, the Canadian 
Pacific Railway is prepared to leave the Act as it a: 
that is to say, to leave it to the discretion of the Board, 
leave the question as to how rates are to be arrived at; 
builtthat if anybody does wish to amend the Act, making 
this rate base the compulsory method, the Canadian Pacific 
will support it. That is what you say? 

MR. EVANS: Yes, 

MR. MacPHERSON: I think our position would 
be to leave it to the Board as it now #8, 

THE CHAIRMAN: Well, I am not saying what 
will be done, but of course we may decide on something 
after all which nobody before us actually asks to to do. 
I think Mr. Covert is well advised to pursue that subject. 

MR. FRAWLEY: As I understand the position 
under the law as it now stands, the railways may go to 
the Board under one or other method of asking for 
freight rate increases, so that it would require an 
amendment if the rate base method was to be made 


compulsory, 
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THE CHAIRMAN: You Say the railways may go 
to the Board under either method? 

MR. FRAWLEY: I mean, the Canadian Pacific 
can go to the Board, 

‘THE CHAIRMAN: How could the Canadian National 
do that? 

MR. FRAWLEY: Oh, well, I was thinking of the 
Canadian Pacific as the yardstick of course, Perhaps 
I should not haye done. I Find it difficult to change 
my thinking, 

MR. EVANS: One of the few cases in which I 
would defer to the opinion of Mr. Frawley would be 
this, that if he has any doubts as to the Board's 
power to do this, I would then Say I would advocate an 
amendment to the Railway Act, 

MR. FRAWLEY; Yes, I think my friend should 
anyway get off the fence, He says "I will support 
something", Why doesn't he produce something? 

THE CHAIRMAN: Mr, Evans, we did not cateh 
what you said you would advocate. 

MR. EVANS: I think this is one of the 
Pare occasions on which I would defer to Mr, Frawley's 
opinion, He has now said he doesn't think the matter 
is clear, and I am Saying, all right, I will take his 
opinion and I will advocate an amendment of the Railway 
Act; and if the Commission desires it and my friend 
desires it, I will draft it, 

THE CHAIRMAN: Well, if you two gentlemen 
get together we shall certainly have a very fine draft, 

MR, FRAWLEY: I am afraid my friend has mis- 


understood me. It is my impression, whether I am 
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expressing my mind, I said I think under the Railway 
Act as it now stands the Canadian Pacific can go to 
the Board seeking an increase ‘on requirements or on a 
rate base. Of course it must prove that rate base and 
that is the big difficulty of course. 

THE CHAIRMAN; That is where you begin to 
differ with it? 

MR, FRAWLEY: On what goes into the rate base? 
Yes, indeed, 

MR. EVANS: My friend did not quite say that. 
He said the Railway Act would be required to be 
amended, 

MR. FRAWLEY: I said that if the rate base 
must be made compulsory to the exclusion of the other 
method, then there must. be an amendment. That is what 
i said, 

THE CHAIRMAN: Yes. 

MR, FRAWLEY: I thought you misunderstood me. 

THE CHAIRMAN: Well, Mr, Frawley, we are not 
taking it for granted that you are advocating definitely 
either method today, are you? 

MR. FRAWLEY: No, that is quite certain, I am 
not advocating either method. We will meet the railways 
which ever way they go. 

MR. COVERT: My lord, my thought was that we 
had Mr. Cooper here, a man of great and long experience, 
and I thought we should take advantage of his experience 
and ability and find out whatever information might be 
useful to us, 

THE CHAIRMAN: Now, precisely what is this 


information? 
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MR. @OVERT: Well, the first thing I wanted 
to find out was, if in his view it was possible to 
arrive at any figure for‘a rate base without a physical 
veluation of the Canadian National, 

THE WITNESS: It is a subject, as counsel has 
Said, that is a very involved one. I have not given 
it study and in view of the discussion to which I have 
listened, I think I would be foolish to inject myself 
into a matter of this kind at this time, 

MR. O'DONNELL: May I just ask this, what you 
mean by the word "valuation" in the sense in which you 
have used it, 

MR. COVERT: Physical valuation, physical 
inventory valuation, You would not care to express an 
Opinion on that, Mr, Cooper? 

MR. O'DONNELL: At this time. 

MR. COVERT: Yes, at this time. Then the 
other question I would ask you is whether or not you 
had ever considered any write-down of the investment 
in rail property t3 keep them within any proposed 
recapitalization? 

A. No, sir, and I refer you to what is said on 
page 63 of our main submission:«- : 

"The large capitalization in relation 

to investment for the Canadian National is 
not importnat." 
THE CHAIRMAN; Just a minute, where is this? 
A. Page 63, 
MR. COVERT: Yes, just following the figures, 
THE WITNESS: "It is not suggested that the 


investment itself should be written down, "' 
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MR. COVERT: @Q, Yes, I have read that. TI 
asked you if you had ever considered a write-down 
in connection with recapitalization proposals? 

A. No, 

Q. You have not. In all your time with the Canadian 
National, Mr, Cooper, you have never attempted to prepare 
a balance sheet which woulda truly represent in your views 
the real investment in rail property? 

A. I think our present balance sheet truly 
represents our investment in property, yes. 

Q. I see, and that there is no necessity for any 
write-down? 

A, It is not apparent to me that there is any 
necessity. 

Q. And is it the test of the average cost per mile 
of road by dividing the per mile of road into the invest- 
ment shown in the balance sheet and arriving at figures 
which you say are a third better than they are in the 
United States and only about $2,000 worse per mile than 
the Canadian Pacific, Now, to arrive at that conclusion 
is that one of the tests you use? 

A. That is one of the tests, 

Q. And that would seem to be a pretty fair 


test? 


A. Yes, I think it is a very good test. I would 
amplify my answer there, if I may. 

Q. Yes. 

A. That under the Interstate Commerce Commission 
theory of accounting for investment, the books of the 


carriers must be stated at historical cost. 
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THE CHAIRMAN: What igs that last answer? 

A. I said, my lord, that under the Interstate 
Commerce . Commission method of accounting, the 
property account of the carrier must always be stated 
at cost. 

Q. The property? 

A. The property investment account. 

Q. Of the carrier? 

A. Yes, sir. 

MR. COVERT: Q. Now, in tracing the 
property of the various railroads that have gone into 
making the Canadian National System, is there really 
any difficulty, Mr. Cooper, in arriving at the historical 
cost of the various properties that make up your rail 
investment ? 

A. I would say that it would be humanly impossible 
to change our figures in the sense that going back to 
the year 1850 we could find better evidence which we 
would be satisfied to substitute for what we now know. 

Q. I want to make sure T got that, Mr. Cooper. 
You mean that if you went back to 1850 you could not 
really get better evidence. Ig that what you said? 

A. That is what I said. 

Q. So far as back to 1850 is concerned (and 
that is as far back as we would want to go) you say you 
could not get better evidence than is contained in the 
figures which are now in the Canadian National returns? 

Bun 9 (NOw 

THE CHAIRMAN: We will take a few minutes now. 
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---Upon resuming, 

MR. COVERT: Q. mr. Cooper, I think that in 
the brief of the Canadian National they stated that the 
value of the roadway Property shown on the books of the 
company does not provide a proper basis for depreciation 
charges? 

A. Would you refer me to that Section, please? Is 
it at the foot of page 107? 

THE CHAIRMAN: What is the page? 

MR. COVERT: Q, Yes, page 107, at the foot, 
where you say: 

"(a) Canadian National has no inventory of 

units of railroad property." 

I think that was one of the reasons that you 
gave, that you should remain on the basis that you did 
not have depreciation accounting apply to your roadway 
property? 

A. Yes, that is correct. 

Q. Now, you will recall the discussion, I think, 
Mr. Cooper, when there was a reference to page 109 of 
Part II of the Canadian Pacific submission, that the 
company makes it clear that it has no objection to the 
revision of the Canadian National capital Structure, 
as long as the Canadian Pacific is protected. 

It seemed to express a fear that there is a 
possibility that the Canadian National may come to be 
used as a yardstick for rate making purposes. This 
may result from an alteration of the capital structure 
of the Canadian National, or from an alteration of its 
fixed charges, and that this would constitute a serious 
threat to: the ability of the Canadian Pacific to continue 
to function as a privately owned railway system. 


And then Mr. Walker of the Canadian Pacific 
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appeared before us and his evidence appears in Volume 64, 
pages 13390 and 13391 where he makes a comparison between 
the Canadian National and a publicly owned company, and 
the Canadian Pacific a privately owned one; and I am, 
perhaps, Summarizing what he Says. I take it that he says 
that a comparison between the Canadian National and the 
Canadian Pacific will repay some analysis. 

He points out that a reduction in the funded 
debt of the Canadian Pacific in the Sixteen-year period 
was brought about mostly in the five-year period 1939 to 
1943, and that to accomplish this, it was necessary to 
continue the passing of dividends, 

This would indicate that he feels it is doubtful 
if any useful comparison can be made between the capital 
structure of the Canadian National and the privately owned 
corporation, the Canadian Pacific. 

I wanted to discuss with you whether or not you 
had considered, in making recommendations for the 
revision of the Canadian National Structure, its possible 
effect on the Canadian Pacific? 

A. No, sir, not at all. 
Q. I will ask you this, then. 

MR. O'DONNELL: JI think, Mr. Chairman, that it 
might be well at this point, possibly, for me to just 
Say something with the thought in mind that it might 
facilitate the Commission's work and shorten the cross- 
examination, possibly, and the length of the hearings, 
even, if I made it clear Just what the situation Aes 

In so far as the Canadian National is concerned, 
at this point, for the purpose of avoiding misunderstanding 
and clarifying the Situation, I think it would be well for 
me to point out that the Canadian National has not asked 
to be made the yardstick. We have not made that proposal 
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anywhere for the purpose of fixing freight rates in Canada, 
and that such a result is not contemplated by the sub- 
mission which we put forward. I think that should clarify 
the air a little as to the Situation, in so far as we are 
concerned, 

THE CHAIRMAN: Yes. 

MR. COVERT: My only thought was, and I want to 
pursue it further: it Seemed to me that there might be a 
possibility that this might result in the Canadian National 
becoming the yardstick. 

For example, what I wanted to suggest to the 
witness was this: that if the Canadian National reached 
the position, by virtue of 4 reduction in fixed charges, 
that it showed 4 substantial profit, operating profit, 
and after paying the reduced fixed charges, and bearing 
in mind also the Submission that they propose to change 
the position that has existed in the past, in other words, 
to keep any Surplus and use it for the purposes sugzested 
by Mr. Gordon, and to build up a rate Stabilization fund, 
that that might result in their becoming the yardstick, 

THE CHAIRMAN: Do you mean to say that it might 
result in the Board preferring to take them as the yard- 
Stick? 

MR. COVERT: It might do that, or it might 
result in this: for instance, Mr. Frawley made it clear -- 
I think his view is that the Canadian National should not 
Operate at a profit, that it should not make money; that 
it should provide the services at cost. I think that is 
a pretty accurate statement of Mr. Frawley's position. 

MR. FRAWLEY: I think Mr. Covert refers to my 
examination of Mr. Thompson, in which I queried the sug- 
gestion that the Canadian National should pay dividends 


to the Government of Canada. To me that was fundamentally 
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the opposite of what 4 publicly owned corporation is, or 
Should be, or wag intended to be. That is all. My sub- 
mission is that there Should be no such a thing as a 
Synthetic Canadian National Railways, and it would be 
Synthetic if it began to pay dividends to the Government 
of Canada. 

I was pleased to fing that Mr. Cooper, providing 
I interpreted him correctly, was of the same Opinion, and 
that he did not think that the Canadian National should 
be paying dividends to its owners, because its owners 
were the people of Canada. 

I wonder if Mr. Covert would allow me to 
interrupt him, 

THE CHAIRMAN: You are talking of dividends 
merely as a manner of disposing of money which is in 
the possession of the company? 

MR. FRAWLEY: No, no. 

THE CHAIRMAN: This has nothing to do with the 
cost of the freight rates. It may very well happen that 
the Canadian National might have a surplus as well as 4 
deficit. . iyi fact, they want, to have a Surplus, and then 
they must make some disposition of it. But you say that 
no part of that’ surplus. should be paid to the Government? 

MR, FRAWLEY: I Simply stop there. I do not know 
how a Crown owned company or a publicly owned company 
could pay dividends to its owners, 

THE CHAIRMAN: I do not think it is asserted by 
the Canadian National at any place that they want to pay 
dividends. 

MR. FRAWLEY: JI understand that. 

THE CHAIRMAN: Have you dealt with it? 

THE WITNESS: No, sir. The only reference I 
made to it was to deny that it should be understood that 
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the Canadian National is not to be permitted to earn > 
return on its equity capital. 

That is as far as I have ever gone. I do not 
think I have Suggested anywhere that the Canadian National, 
aS a general policy, should not pay dividends. I have 
never discussed it. 

MR. O'DONNELL: TI might say that possibly it 
might be well to allow the matter of the rate Stabilization 
fund to remain in abeyance until it has been 
explained by Mr, Fairweather. You will remember that 
Mr. Cooper Suggested that Mr, Fairweather would be giving 
evidence concerning it. And until that is done, it would 
be, in my respectful view, premature for us to go into it. 

THE CHAIRMAN: I think we had better be prepared 
toO.g0 into: it, 

MR. COVERT: I Just want to state my difficulty. 

THE CHAIRMAN: Pardon me. There is no equity 
capital in the hands of the public? 

THE WITNESS: No, sir. 

THE CHAIRMAN: It is all Government. All right, 
gO on. 

MR. COVERT: My difficulty is this. Mr, Gordon 
Stated that any surplus earnings would be used for two 
purposes, 

One of them was to establish 4 rate stabilization 
fund which, it is hoped, could be built up in good years 
and drawn upon in poor years, with the view of affording 
Stability to the rate Structure and tending, to the extent 
of the fund from time to time existing, to postpone the 
necessity for applications for general freight rate 
increases, 

Let us assume that they did have good years and 
that they had built up a substantial stabilization fund. 
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Then I can only read into that thing that if they had a 
Substantial rate Stabllization fund in existence -- 

THE CHAIRMAN: Yes, as a result ef some years ' 
earnings? 

MR. COVERT: That is right; and if they had that, 
and if the Railway Association wanted to apply for an 
increase in rates, then the Canadian National might say: 
No; we have a stabilization fund which makes it unnecessary 
to apply for an increase. 

Therefore it would seem to me that, right there, 
possibly the Canadian National would then be the yard- 
Stick because, if they did not join in the application -- 
if they did not join in the application -- and the Canadian 
Pacific went, alone, to the Board and secured an increase, 
then the Canadian National might say: We do not join in 
the increase and we do not put in the increased rates. 
What is the position? 

THE CHAIRMAN: I don't Suppose you could have 
that position, because you would have the railways running 
at different rates. 

MR. COVERT: Yes. 

THE CHAIRMAN: I read this to mean that in each 
case the Canadian National would not be under the com- 
pulsion of initiating an application for increased rates. 

MR. COVERT: That is right; and my point is: 
Supposing they not only did not have to initiate it, but 
did not join in it; or Suppose they did join in it, and 
the Board of Transport Commissioners then Said: Well, 
we will still use the Canadian Pacific as the yardstick. 

Then the rate stabilization fund would continue 
to grow in the Canadian National, presumably. And then 
I wanted to find out this: Might it not be that public 


pressure would say, here, look at the Canadian National 
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profits, and they would ‘insist on lower rates, 

That is why I wanted to see if possibly a rate 
Stabilization fund of this kind, brought about possibly by 
a reduction in the funded debt of the Canadian National, 
might not lead to public pressure which would really make 
the Canadian National the yardstick. 

THE CHAIRMAN: Generally applications for rate 
increases are based on the future, on the present and the 
future. Isn't that the case with conditions now? That 
they show that from here on we shall require higher rates 
up to a certain point, and that is, regardless of what has 
been done in the past? 

MR. COVERT: Yes. 

THE CHAIRMAN: And in the ease of privately 
owned companies, their System of distribution does not 
afford any difficulty. But here we have a Government 
institution which is in a very different position. 

In that case, any Surplus it has is earmarked 
for respective purposes, either for dloughing back into 
the railway itself, or they will Say: No, we do not want 
to support this thing. 

These applications do not come on every year 
Or every five years. Therefore they would not be under 
the necessity of initiating an application for freight 
rates as soon as the Canadian Pacific. I do not think 
it would mean that they would stand aside. 

MR. O'DONNELL: I think, my lord, it would be 
well for us to delay this until Mr. Fairweather has 
explained it, and what it means aS far as the Canadian 
National sees it, and the extent of iG 

Might I say this: that if the Canadian National 
happened to be able to get a surplus, or to get moneys as 


part of the proceeds of a Just and reasonable rate, then 
SO would every other railway in Canada. 
(Page 18825 follows) 
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Now, the purpose of this is that the Canadian 
National should be permitted to hold some portion of the 
proceeds of the just and reasonable rate which every 
railroad in Canada Will have. The C.P.R. today is en- 
titled to withhola Such portion as it is able to save 
Over and above peying its Operating costs and its fixed 
charges and its dividend requirements; if there is any - 
thing left it con hola it, To date if there ig anything 
left the C-nodian National has, ag 3 matter of practice, 
turned it over to the Government. That is the object of 
the thing. We wish to be able to retain some portion if 
we have any of the Just and reasonable rate, and there is 
one rate for everybody and every reilroad will get to the 
Same extent money gsueh 82S we would have. The object of 
that is, it is really in effect a reserve fund. If we 
have a little money we would like to hold Lo. 

THE CHAIRMAN: Yes, but you would not be peying 
dividends, apparently, 

MR O'DONNELL: Well, thet has not so far been 
Suggested, 

THE CHAIRMAN: Your Surplus would take a differ- 
ent form, and I think Mr. Covert has in mind that the 
public might say, "Well, here is the Canadian Natjonel 
with these funds on hand. Why should there be any in- 
crease in freight rates?" 

MR O'DONNELL: The C nadien Nationel would only 
have those funds to the extent that every other railroad 
had had them end received them concurrently with its 
receiving them, 

THE CHAIRMAN: I think I see Mr. Covert's point 
very clearly. I think your best answer just now is, wait 
till Mr. Poirweather disapproves of this, 

MR O'DONNELL: Yes, wait till we hear from Mr, 
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Fairweather, 

MR FRAWLEY: [ think, my lord, in view of Mr. 
O'Donnell's Statement that the Canadien National hed never 
asked to be made a yardstick, it might be useful to call 
to the Commission's attention just what he did say in the 
20% Case. He S3id at page 4104: 

"Before engeging in ony argument regarding that 

matter there sre two preliminary observations which I 
would like to make, First, I submit that the Cenadian 
National Railways sre 5 factor in freight rate making 
today in Csenada even though they were not taken as the 
yerdstick of measurement in the 21% Case, 

In the 21% Case the respondents" -~- that is, the 
provinces -- "contended that the position of the Canadian 

Netional Reilways Should, for the verious reasons 
advanced by them, be disregarded completely when 
examining the application mede in thet case for an 
increase in freight rates, although throughout the case 
they frequently made reference to and used figures and 
data of the Canadian Netional Roilweys for the purpose 
of comparison With those of the other major roads. 

On behalf of the Canadian National it was argued 

that the respondents! contention wag unfounded," 

Then Mr. O'Donnell Beve page references for the 
orgument that he made in the 30% Case. 

Now, the Chief Commissioner said this: 

"THE CHIEF COMMISSIONER: Iam just going to 

interrupt here, 

MR O'DONNELL; Yes, my lord, 

THE CHIEF COMMISSIONER: To my mind, that is the 

most importont Statement that has been made in the 
esrgument yet snd it is a factor in the whole case thet 


has not been dealt with. 
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MR O' DONNELL: Yes, my lord. 
THE CHIEF COMMISSIONER : Now, I just want to be 
Clear what your submission is. Your Submission is 
that the needs of the C.N.R. are such that in eny dis- 
position of this revision and additional application 
that is before us, you submit that this application 
and revision Should not be disposed of entirely heaving 
regard to the position Of the ¢. PR. 
MR O'DONNELL: That is correct, 
THE CHIEF COMMISSIONER: Thet regard should be 
taken of the C.N.R. 
MR O'DONNELL: That is rient," 
And then he goes on. 
Then the Chief Commissioner said this in his 
Judgment at page 10: 
"However in View of the strong representations made by 
counsel for the Cansdion National Reilways in his final 
argument that the increase in freight rates should 
Substantially meet the requirements of the Canadian 
National Railways, I am of Opinion that the final 
determination respecting this application must awsit the 
findings of the Royal Commission on Transportation, and 
possibly the implementation of certain of those re- 
commendations because one of the matters referred to it 
by Order in Council P.C, 6033, 1948, is to 'Review the 
capital structure of the C nadisan Netional Railway 
Company and report on the advisability, or otherwise, 
of establishing end meintaining the fixed charges of 
that company on a basis comparable to other mejor roail- 
weys in North America, !"' 
I only point that out. My friend did not sey there 
they should be the yordstick, but at least now that is the 


position he took before the Board. You see the importence 


- ' . - al 
> ose s 
ry Sess at ky 


asics 


. ae Ln a Se ome 
Pom - » oly ct eer a2 
Sf MOcea IM’ Fu. 


Poa aaa ba ee eet ook : ae ba raf a Wi 
eine ah de Mave alia Oe, hs ‘od nd: bb Bios sae" 908d 


: ae 


item 
2 che ie) oy | Kee, 


bead faat Fehots tots pas ndtetves ‘ends cts noted 0g” tea 


ry 


Pee are Sc ikee okt Miles ACO Sa aaa ca er : 
notdeahida: stead der Himdue Oe (aay “erta'ts od at ‘anit 


=" i é pe RN : * 
; ca ey pat per pes a 
Pees s +e lise * iw a ee vind ‘) 


oi 144.0 ‘aii to “nowted 


e 
; F i q ! 
aS : ; rer yt ; “ are 1% 
mi t i ' é ah mo Bi ions it 0 a i. : 
i q wr wee . i” mia’ , a 
Soe a Seis a8 Ge! SR tal \/ ui \ f 
; te 
yy 4 ‘ : y 4 * Tra os A -¥. ) 
Fi ¥ . is - y F = . . -. M - . 4 ™ Fa 4 j 
Tht P : :o Baos Sh tend BaA 
ar ! x E+] E ) 
: : ~ ; = ed taper © Ft: 
| pn yo in 7 s 
. » ‘ a i ‘ 
vt uted Bkew *eaotekhiosed Totti end: mens Per ; 
ss Tees af : ; 2 48 a 
ae a a Sie ERS iatha So! xr goes tae be ’ 
ry A r : sy Ne " ee ~ — Pyare? { 
i; 4Ol SReg 76 3h eing byt, 
: ‘ \ F 3 : he 
- 4 ti] oo 
a i, P * ¥ 
= or oy wy! ie td ee orra he yin Teer) . ge: ty iva “|. Vow Ht 
‘ua a oa Mees Wh ee et he ee SEES ARIS i 4 
i . : 
ed F e ; et , 
H tM 8 as Teh Pf 
v 
- sy ts ; an 
4 * » eer ac? 
4s} j med ded oh Ade aut / 
Bhi a ae ‘ : P ee 
saan pa ed 
a ‘ PA rdan + - i Me 4 bia ach aN 
: - ei : , i i= 
= oes , 5 x a tet ; oF 
A Pe od fs rials Stas . : 3 Se iy 
¥ . eo ee Ys _ trom t eee! ey OE ® wv ~ fe : if eT ft 7 
- ) uf 4 a Nie ala I ewe bag eh so belli t wi 7” a4 e I ' 
aay ra at ‘ ‘ . - J 
it i + Hea t | x ) oy x 
“ns - » 4s, 2 7 
: : t “a a oy, emer t y 
, + f j ; « 
ah 3 a Ee | a a Le IO - P 
fee Fa eget : es iF Peden j 
a ~<a Cry fe 7 ; my ’ Mirerd { yt) ; : 
La ‘ oars it J is Ra Cah Heeger wf & as 
. ya ® ou 
e = fas = set > - 7 . ¥ s Es a ui 7 
a a” ore : Oe poy t> »~ > be! iid ‘hi ~ye 
ARM. ty Bik et m4 Be ¢ Fe Tet) LO)! Po a ge to a ae (an) oo Pal * fae Ng : - 
7 Mh ; : Mi ' ! ars Mea es i, ; : . 
xs P i rates exaotieam gos 26 sho; eeosoeG et ih ta poate: . 7 
ae j 2 eRe vi BE Pe hts j walt re y 
i UR Pe aS é 4 Tie nrgee fe ‘ St iS he h : ak vey z 
ae Aj : Ay deen de .- ad og ae ae + ee Te a. ae, hae ek wy 
it + weIvon’ of BF , Gres: geEtvs aes % ALANS, bd. % bad "5A a 
fal é ack F; + 4 Pea Laecath. S ¥ =| x Sold, oo , eS Pe e 
- i t Wy bs ‘ x 5 at fe S * 4 * . 7 ie 4, ‘ee 
eal aoe ae wee ohh un. Mae LY ry f VR ye mone? ars rir i fal 
om “yew tet Lonited aetoen: o any go 9 tad Os si eth 5 Ban 
ir? m4 tot ae % m an 3 7 z et ‘ y ‘ 
tt a fey ie > te 4 mh ‘y a i int’ ; ; es ss Chk eaes E : 
: ee / a oo wa j: te & ures : 
aig © “IN 4 Wear ie 2 V8 wig ants sqno 
7 cS ne ile sae Rov 4 Pre Seay 
eas eee eee fant ee er g da 7 tes 
rade Koxh? oft gntadeviism oite bat a ides > to 
oer a oye Cree it aia e = fe ze ? “s : 
ad oy eee ee e 7 
an ‘rato OF eLeo ved CG 
nee Te Drelhe Pa ae 
' 


FOr OES Nays ¥ 


ae ; i Soi rat thy Achat ae 
i ie a ty a 
aes be jad Ws deen! felhiney ay 
sary e Ae A 4 iate a en Pe a i Z 
a aie eee yok 
i 


haat Reon ag y et 
cere 
Fh : 


| 
RND ~18828- Mr. Cooper 


the Chief Commissioner attached to it, and I say therefore 
you see the importance to the Board, this continuing 
Board, be it that Chier Commissioner or any other; and now 
it is 9 matter to be solved by your lordship end your 
fellow Commissioners, [I thought that Should be clesr when 
this matter is being pursued, because it does meke a dif- 
ference for our Cross-examinstion, 

If the Canadian National is eontent to stand 
aside completely ana ssy, "Fix the freight rates on the 
basis of the Canadian Pacific's requirements or the 
Canadian Pecific's rate base, as the case may be, and we 
Will take it, be it bitter or be it sweet," that is one 
thing, but for them to Say, "You must have your left hand 
thinking about the Canadian National While you are 
endeavouring with your right hand to fix 8 rate to take 
vere OF thee .PoR ys $hat'4 9 a rather unsatisfactory posi- 
tion, ond I think, putting it in one word, that was why we 
objected in the revenue cases, and we Succeeded in having 
the Board take the Canadian Pacific Solely as the measure 
or guide of the fixing of freight rates, 

I merely made this interjection go that what I 
think is the importance of it to the Transport Board could 
be placed before the Commissioners at this time, 

MR O'DONNELL: Well, I think that is feir enough, 

I agree that I made an ergument, and I ogree that the judg- 
ment did not 80 on with the argument, and that the rates were 
fixed on the basis of the Canadian Pecific's requirements; 

I agree with that. I merely said that in go fer as this 
Commission is concerned there had been no request put forward 
by the Canadian Nétional Railways to be made the yardstick, 
8nd I suggested that it might c.arify the situation af 2 
drew that to the attention of the Commission, end that is 
why I soid whot r Said. I merely ssid thet, not having asked 
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to be made the yardstick, such 5 result is not contemplated 
by the Canadian National Submission, nor can it follow from 
the adjustments which have been requested, 

THE CHAIRMAN: Do you really mean this, now, Mr. 
O'Donnell, that if You get all that you are asking for here 
in other respects, of course you will never have to be the 
yardstick? 

MR O'DONNELL: Well, unless a lot of other things 
happen in the interval and Some factors that would come into 
Play do come into play and are given consideration. Cer- 
tainly as for ag we are concerned we have not asked to be 
made the yardstick, 

THE CHAIRMAN: You do not expect to have to be. 

MR O'DONNELL: Well, I do not know what ten years 
or fifteen yeors may bring about, 

THE CHAIRMAN: So far as I understand, in the 
C.P.R. cage they never intended to exclude the C.N.R. 

MR O'DONNELL: I do not think they did, no. 

COMMISSIONER ANGUS: Mr, O'Donnell, if we take Mr, 
Gordon's Statement about affording Stability to the rate 
Structure, if the rate structure depends exclusively on the 
position of the Canadian Pacific Railway , how can any fund 
that is hela by the Canadian National Roilways efford 
Stability to thet rate structure? 

MR O'DONNELL: We shall have to explain to you, Dr. 
Angus, through Mr, Fairweather, what we mean by stability in 
that Wey, and I think thet it would be well if we left the 
Subject until that point. Mr. Cooper is not the man who was 
to deal with it; Mr. Fairweather is, Frankly, I feel thot 
when you have heard the way in which it is contemplated thot 
fund will be used, it will not scere go many people or give 


them too much worry. 


THES CHAIRMAN: You hod better take it thet wey, 
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then. Mr. Fairweather Will give us the necessary informos- 
tion, 

MR COVERT: Q, Mr, Cooper, is there sny sug- 
gestion advanced as to eny method which might be used to 
maintain the fixed charges of the Canadian National on a 
comparable basis with those of other roads? 

A. Ido not think SO, in this submission, 

@s df it ia important that there be 8 comparable 
basis, then thet must not surely apply just at this 
moment; you must think that that basis be mainteined over 
8 period of years? 

A. Yes, 

Q. Now, how woulda thet be done? How would it be 
maintained? 

A. Our trouble in the past has largely been due to 
the fact that we had nothing to come and go on. Under this 
Proposal, end granted good business conditions throughout 
the country, ond granted a reasonable relationship between 
costs and revenues, we should have Something to come sand 
60 on, and it is by avoiding the necessity of continuelly 
borrowing debt for every cent of capital expenditure that 
we feel that there Will be some control by us over the 
fixed “charge debt of the company. 

Q. Then what you feel is thst if 313 these conditions 
pertain you will be able to maintain it? 

A. Yes, 

Q. I will put this to you: If a depressi°n occurs 
and you have deficits, then you would look to Parliament to 
vote money to pay those deficits? 

A. That woulda depend on the period st which the 
deficits occur. If we had hed a few years of reasonable net 
Carnings which we were able to retain, os has been suggested, 


it is out of thot thet we would poy deficits. There would 
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be no necessity to ZO to Parliament. If we started off 
after the adjustment with deficit conditions, there is n> 
escape, . 

Q. Now, what I want to find out 1s, in e condition 
Such 3s that would deficits not be covered by funded debt? 

Ae Oh, never, 

Q. Never? 

A. No, never, wWe could not issue funded debt to 
finance det ictteay. 7 remind you of what the Duff Commission 
Said in that respect: "Income deficits Shall not be 
funded." That is one of their ma jor recommendations. 

THE CHAIRMAN: Q. Repeat the formula again? 

A. They made the recommendation, Sir, or the declara- 
tion, that income deficits Shell not be funded, 

MR O'DONNELL: That 1s section Ley" 28) 15 nou,” of 
the C.N.=C.P, Act? 

THE WITNESS: Tf am speaking of the Durf Report. 
It was written into the Canadian National -Canadian Facific 
Act, and it was declared to be the policy of the Government. 
The Minister of Finonee in March 1933 got up sand said, 
"That is the policy of the Government from now on," 

THE CHAIRMAN: It might be just ss well if we had 
the Act read to us. You have it, Mr. O'Donnell? 

MR O'DONNELL: TI might just read, in keeping with 
your request, my lord, section 12 of the Canadian Nationel- 
Cenadian Pacific Act, as amended by the statute 1 Ra. VEEL 
chapter 25, 1936: 

es The annual budget of Netional Railways sholl be 

under the control of the Board of Directors, Estimates 

of the amounts required for income deficits, for 
interest on obligations outstanding in the hands of the 
public, for capital expenditures and for refunding or 


retirement of meturing securities sh3ll be submitted 
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by the Boord of Directors to the Minister of Transport 

for the consideration end approval or disapproval in 

whole or in part of the Governor in Council ond 
thereafter presented to Paerlisment. Income deficits 

Shall not be funded. Amounts provided by Porliement 

to meet capital expenditures shall not be diverted to 

cover deficits in operation unless with the express 

euthority of Parliament," 

Incidentally, this Section had previously been 
in 23-24 Geo. V, chapter 3. 

MR COVERT: Q,. Now, Mr. Cooper, I put to you 
another matter, Supposing just after your capital was 
revised we had a depression sand you had operating deficits 
and you wanted to dieselize your whole system, and you 
Satisfied the Government thet this wes feasible, that it 
would save money, end they advanced you the necessary money 
to enable you to cerry out that programme--- 

THE CHAIRMAN: What is the programme? 

MR COVERT:Q. A dieselization programme, including 
in it general improvement of your whole system, your terminal 
System, and so on -- in other words, it might possibly be 
done ss part of 9 public works programme in 3 time of 
depression, it might be considered advisable to do it. Now, 
whet I am Suggesting to you is that the Canadian National in 
circumstances like thet might be in an entirely different 
position than the Canadian Pacific? 

A. It would depend, I think, on the degree to which 
the projected works were deemed to be measures of public 
assistance ag compared with ordinary railrosd requirements. 
We had that situation in the depression years. The Government 
of Canads lent money to both the Conadien National and the 
Cenadian Paclfic. I may be wrong in this, but I am under the 
impression that the Canadian Pacific still have liability to 
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the Government of Canada for Some of the moneys that were 
edvanced under such conditions in the depression years, 
and I assume that if it were considered by the Government 
of the day to be in the interests of the nation to do 
things of thet kind they would do them, 

Q. At that point, Supposing they advanced moneys 
to both, do you think that they shouldbe go advanced that 
your retio of funded debt would continue the Same? 

A. If they were measures of public essistence, my 
Suggestion or thought would be that they would be more or 
less without interest to both companies, 

Q. When you Say without interest, do you mean that 
it would not be funded debt at all? 

He Nite cduld: be funded debt, but it would not neces- 
Serily carry an interest rate. 

Q. You mean forever? 

Ae No. It could have some restrictions; I think 
there sre restrictions on what was done before, 

QQ. Yourmésn for s certain period there would not? 

A. Yes, 

Q. Eventually you would sey that they would be 
funded debt in those cases, for both, and that you would 
endeavour to maintain the comparability as far ag amount of 
funded debt was concerned? 

A. It would be indebtedness. I 0m not SO sure it 
would be funded debt. 

MR O'DONNELL: Q, (It would depend on the conditions 
on which the Government gave it to you, wouldn't it? 

A. Quite, 

MR COVERT: Q@. What I om interested in is whether 
or not this comparability between the funded debt which you 
Say is to be desired -- whether there should be an attempt 


to maintain it? 
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A. That is one of the matters referred to the Commis- 
Sion for consideration -- the establishment and the main- 
taining of 3 proper relationship of Canadian Notional fixed 
charges with those of other railways, 

Q. Is it fair to Sey, Mr. Cooper, that you think 
that the comperability should be maintained? 

bei p YOR, oyes, 

Q@. Now, Mr, Cooper, there was one thing I wanted to 
Clear up. I think you said that ever since 1923 the 
C nadian National had had to borrow every cent they had 
Spent on capitel expenditures; that was in volume 99, 
page 18579, 

A. I think that is 5 true stetement, 

Q. Now, I Just wanted to Clarify a point there. It 
Seemed to me that Somewhere I had seen that you had Soid, 
S117 million out of depreciation accruals and $131 million 
out of surplus earnings. Were there Capitel expenditures 
of those amounts made out of depreciation eccruals and out 
of surplus earnings during the war years? 

MR O'DONNELL: Would you give us the reference, 
Mr. Covert? 

MR COVERT: The reference to the first one was 
18579; I regret to say I am uneble to make out my writing, 

THE WITNESS: On page 42, I chink, 

MR COVERT: Q. Page 4o of the main brief? 

A. Yes, Well, I think you have got a point there, Mr, 

Covert, against me. 

THE CHAIRMAN: Just a noment, now, 

MR COVERT: What I wanted to do was to see if I 
Could clear that up. 


THE WITNESS: Yes, 
THE CHAIRMAN: TI want to make sure that we under- 


Stand what is to be cleared up. What is the point on page 429 
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MR COVERT: Perhaps Mr, Cooper would explein that. 
It seemed to me that the two statements were 3 bit incon- 
Sistent, and perhaps Mr, Cooper would explain, 

THE WITNESS: I agree with thet. On page 42 we 
Show thet we had Surplus earnings between 1941 end 1945 
in the emount of $112,502 ,062, Now, we used those moneys 
to retire Government loans. That money was not used for 
capitel expenditure, But the depreciation accruals, amount- 
ing to $117,582,140, undoubtedly were used to finoence 
additions and betterments, ond of course there can be no 
question that that is proper procedure, 

MR COVERT: Q. But it does change that statement 
that appears on page 18579? 

A. Yes. I confess an error on that point, 

Q. I just wanted to Clear the record, Then there 
WoOS @ point that I think perhaps may need a little clari- 
fication. I just want to make sure that I understand it, 
Mr, Cooper. It is in volume 99, on pege 185]2 2 perhaps 
I should refer you back to 18513. You ere discussing that 
$12 million figure in Mr. Gordon's statement, which is the 
capitalized figure to cover your deficiency in operations 
of I think five or six railways that had been taken over in 
1929? 

Ay Yes, 

Q. Now, I just wonted to clear this up. You took a 
period of 1929 to 1939 and you showed 2 net average 
deficiency of $908,000 e year on those lines? 

A. That is correct, 

Q. Now, if you Capitalized that you say it would be 
$30 million, and you Say you are just taking $12 million, 
Which you Say is a very conservative figure? 

A. Yes. 


Q. Now, I wanted to find out why you had been so con- 
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Servative, and I thought thet it was probsebly becsuse 
1929 to 1939 might be poor years to take, and you hod 
Stopped during the war because, as you Said, you had more 
important things to do, and that perhaps they may have been 
better in those later years and that is why you took such 2 
cut from the 30 to the ber 

A. It would be one of the considerations, 

Q. Are there others, Mr, Cooper? 

A. Well, there is the feeder value of these lines to 
the main rallwey system, which comes from treffie which 


originates or is destined to these branches. 


(Page 18840 follows) 
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MR. COVERT: Q. There was one point, “in 
Volume 100. I am not Suggesting that you should supply 
the information, but perhaps it could be supplied to us. 

THE CHAIRMAN: What volume? 

MR. COVERT: Q. It is in Volume 100; at 
page 18652. Mr. O'Donnell had asked you to deal with 
the $300 million figure, and you said: 

"A. The extent of the relief set out in his 

Statement represents the decision of the President 

himself. I do not know all the considerations he 

had in mind in making that decision. I know, however, 

three of them which are as follows: --" 

It did seem to me that if there were other 
reasons than the three which you Suggest, they should be 
made known to the Commission. Perhaps Mr. O'Donnell will 
see to that? 

MR. O'DONNELL: All right. 

MR. COVERT: Q. Then one of your difficulties, 
Mr. Cooper, is that you say your financial statement 
Should be comprehensible to all. I think you referred 
to the present unwieldy capital, and that people just do 
not understand it. 

A. I think that is general, yes. 

Q. May I ask you this: You would not expect ever 
to produce e2 balance sheet and financial statement of 
the Canadian National which everybody would understand? 

MR. O'DONNELL: Do you mean everybody outside 
of Grade I? 

MR. COVERT: Q. I mean that there is some limit 
to the number of people who would be expected to understand 
it, or expected even to read a balance sheet. I want to 
find out. 

First of all, it seems to me that the Board of 
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Transport Commissioners in recent judgments have sug- 
gested, and have written into the record for the future, 
that the Canadian National is an efficient railway? 

A. That is generally admitted today, yes. 

Q. And don't you think that the situation with 
respect to the Canadian National, their difficulty about 
the funded debt is well know throughout the country? 

A. Yes, but it is a matter of general disrepute, 
and it doesn't seem to me that Just because it is well 
known constitutes a reason for not correcting it. 

Q. No, but I am pursuing it to this extent: that 
may have been the situation once, but I am suggesting to 
you that perhaps it has changed, because the Board of 
Transport Commissioners has come along and said: Here, 
the Canadian National is efficient. 

I think the Canadian Pacific has publicly 
Stated that you are efficient; and I think there appeared 
before us one of the unions which said you were efficient. 

And certainly, the officials of the Canadian 
National itself think they are efficient, and they under- 
Stand this. So I was just woncering if, under those 
circumstances, it would not be easy to prepare a balance 
Sheet which could express your operations -- what 
your operating revenues are, and compare your operating 
revenues with those of other railways, and make simple 
notations showing how you have an over-all deficit be- 
cause of your fixed charges; I wonder if that would not 
overcome this psychological factor which you refer to? 

A. Putting that question to me as an accountant -- 
of course, you are putting it to the very last person in 
the world that you should address the question to. 

I am here to state the accounts as reflecting 


What exists. The accounts of the Canadian National Railway 
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Should be a true reflection of the factual situation. 
And if the factual situation is wrong, you should not 
ask an accountant to make the correction by changing his 
method of accounting and producing something which is 
not true and according to the facts. 

Q.- Would you Say, Mr. Cooper, that the important 
thing is your Operating results? 

A. Much more so than the balance sheet, yes. 

Q. Now, if your operating results, without regard 
to fixed charges, are Shown, does not that, in effect, 
give the true picture of the Canadian National? 

A. Nevertheless the fact remains that however good 
Our operating results are -- 

Q. You end up with a deficit? 

A. The words are put into the headlines across the 
newspapers: Canadian National deficit for the year 1949 
$42 millions. 

That is what you are going to read, and you 
will read it very soon. It is that sort of thing. 

If everybody would Stop at the operating 
results and say: We are not interested in the rest, we 
do not care how much you lose, we do not care how much 
you go to the Government for financial assistance, that 
would, perhaps, meet the point you have in mind. But 
that is not according to the conditions with which we 
have to deal. 

Q. Just one final question, and it is this: You 
have expressed in the brief, I think, in several places, 
perhaps in different ways, but you have said that the 
Canadian National must operate as both a business 
enterprise and it also must be an instrument of national 
policy? 

A. Yes, I agree with that. 
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Q. Now I am asking you: Can it be both, in your 
view? 
A. It is both at the present time. 
Q. Yes, and then be put on a comparable basis as 
to fixed charges with other roads? 
A. In my opinion that can be done. 
Q. It can be done? That is all. I thank you 
very much. 
THE WITNESS: Thank you. 
THE CHAIRMAN: I think we had better adjourn 


until a quarter to three, 


---At 1 p.m. the Commission adjourned until 2.45 p.m, 
today. 
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Ottawa, Ontario, 
March 22, 1950, 


AFTERNOON SESSION 
a 


MR. COVERT: Mr, Chairman, I thought before Mr, 
MacPherson started I might ask the Canadian Pacific to 
rite; iar they would, an exhibit similar to Exhibit 250 
that was filed this morning, That was the estimated 
revenue accruing had rate increases become effective one 
month subsequent to date of application. I thought we 
might have a comparable exhibit, 

THE CHAIRMAN: What do you say, Mr. Evans? 

MR. EVANS: We will be quite happy to do so, 
I mentioned to my friend, Mr, O'Donnell, that I had some 
reservation about one figure in that, and I woulda be in- 
Clined to say that our comparable exhibit would not be 
quite comparable. TI have told my friend that I think the 
item of 15% increase in competitive rates ~~ I do not 
Suggest there is any inaccuracy in it -- has been treated 
in a way that perhaps my friend would not have done had he 
had the discussion with me that I had with him this morning, 
I have in mind this, that the item -- I think it was 
$10,000,000 -- on that exhibit with respect to the 15% 
increase in competitive rates effective September 15th, 1948, 
has been restated on the basis of 22 months. I am not 
Suggesting my friend is wrong but my own view would be that 
that 15% increase in competitive rates was more clearly 
related to the application for a 20% increase which took 
Place in July of 1948, and that therefore it perhaps would 
be fair to my friends, the provinces, to Say that I would 
restate that as though that increase flowed from the 204. 
application, and would apply as from a date one month after 
that application was filed. I am not for a moment suggesting 
my friend is wrong, but it just struck me at the time, and I 
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mentioned it to him, I don't know whether or not he has 
got any views to offer, 

MR. O'DONNELL; I might just say that my friend's 
friend had nothing whatsoever to do wth the statement, and 
I did not see it until it was put in this morning, but 
I will be very glad to discuss it with Mr, Cooper, and 
See that it is put in properly and on the fairest basis 
possible, 

Tf. H. COOPER, RECALLED 
CROSS-EXAMINATION BY )R, MACPHERSON:; 

Q. Mr. Cooper, we had Some evidence from the Canadian 
Pacific indicating that in the matter of their passenger 
traffic there was a loss, I presume there would be the same 
experience with the Canadian National? 

A. Yes, 

Q. Their figure was around $30 million and yours would 
be approximately the same, I suppose? 

A. I don't know what our figure is, Mr, MacPherson, 

Q. But it would be reasonably substantial in any event? 

A, Yes, it would. 

Q. So that in the last analysis freight carries the load 
for the railways, doesn't it? 

A. Yes, 


Q. Makes up deficits in any other services and takes 


care of the situation generally from the standpoint of dollars 


for the road? 


A. In our case it did not make up the deficit, of course, 


Q. But the treasury made up the deficit? 

Ay. YOs'~ sdiry 

Q. But generally freight does carry the load? 
A. AS a general proposition, yes, 
Q 


- And that being so I am naturally concerned on the 
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part of the provinces, and particularly one of them where 
the long haul if is very vital, as to the eee that 
will result from the adoption of this plan of Mr. Gordon's, 
and as I understand it, as far as you can go from what you 
Said this morning, Mr, O'Donnell, is to Say that the C.N.R. 
will not seek to be a yardstick, 
MR. O'DONNELL; Has not asked to be the yardstick, 
MR, MACPHERSON; Q. In the applications during 

the past three years it was urged that the requirements of 
the Canadian National be taken into account, This would 
very definitely change the requirements of the Canadian 
National, would it not, if this scheme were brought into 
being? 

A. It would depend on your definition of requirements, 
If Canadian National requirements were interpreted in the 
Same way that Canadian Pacific requirements have be n in- 
terpreted, meaning fixed charges, a return on equity 
capital, something to come and gO ‘on, Ido not “think it 
would affect the position very much. My thought would be 
that if rates were fixed on that basis perhaps the position 
of the Canadian Pacific would be improved, 

Q. The position of the Cangdian Pacific would be 
improved? 

A. Yes, 

Q. That is important in the matter of its position 
in applying for an increase in rates? 

A, Yes, 

Q. That is, strengthened? 

A. It would not be injured if -- 

Q. I am looking at it, as you understand, from the 


point of view of the man who pays the freight, Mr, Cooper, 


and I am concerned, having been through the rate cases in the 


last three years, with what the situation will be if Mr, 
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Gordon's scheme becomes a fact, how it is going to affect 
the freight payer? 

A. I do not think it affects requirements at all, if 
requirements include fixed charges and equity capital, It 
Simply moves an item which is now a requirement of ours under 
the heading of fixed charges into a requirement which would 
become a return on equity capital. Unless you change the 
definition of requirements as applied to the Canadian Nation- 
al from what it has been interpreted as applying to the 
Cenadian Pacific I do not see that this proposal affects 
total requirements at all, 

Q. Well, if you take this ney proposal you are going 
to have in equity capital a very large sum of money, are you 
not? 

A. Yes, sir, 

Q. And if you ask for 4 return on that then you might 
very well still be in a positien where you could make 
a request for freight increases, and where your needs would 
be greater than the needs of the Canadian Pacific? 

A. Yes, if Canadian National requirements are used as 


Canadian Pacific requirements have been, and if requirements 


are defined as Cenadian Pacific requirements have been 
defined it seems to me that the nedad for a high level of 
freight rates would become apparent. 

Q. And without any striking out of any money in your 
capital structure at all, everything simply being transferred 
to that equity capital, it might very well mean if a return 
1s asked on that total that the freight payer will be in a 
worse position than he was before in respect of applications 
before the Board of Transport Commissioners? 

A, That, of course, is on the assumption that the 


Canadian National is a part of the yardstick, or the yerd- 
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Stick, which, as Mr. O'Donnell has said, has not been sugges- 
ted, 

Q. It has not been Suggested but I am trying to fina 
out where my people will get off at if this is adopted, 

That is as far ag you would care to go in connection with it? 

A. Yes, 

Q. Now, Mr, Cooper, taking Mr, Gordon's statement, where 
he takes the sum of $1,533,000,000, which is on page 14, when 
he takes that sum it is not suggested at all that the capital- 
ization of the Canadian National ig Over-stated by that amount? 

A. No, sir, it is the amount of Capital which carries 
an interest charge including in that figure some proportion 
of what has been termed negative capital. The figure of 
$1,533,000,000 of course exceeds our total fixed charge debt, 
and the explanation of that is in the totel of $1,533,000,000 
Something has been added representing capitalization of the 
annual deficits on some of the thin traffic lines, 

Q. But you are transferring this whole total to equity 
capital? 

A, Not all of it, sir,! 


Q. You are transferring -- 

A. $760,000,000, 

@. $760,000, 0002 

A. That is right. 

@. Which is now bearing -- 

A. Interest, 

Q. Interest, and which would not bear interest? 
A. That is so, 


Q. There is just one Point, Mr, Cooper, referring to 
certain evidence you gave this morning. You were referring to 
the figures which are found, I think, on page 43 in table 6, 
investment in road and equipment of the railway. The figure 


there as of 1947 is $2,009,000,000. Now, you told Mr, Covert, 
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as I have it, that you could not get better figures, That 
Simply means these were the only figures you could get? 

A. Yes, that follows. I should perhaps explain what 
this figure is, 

Q. Yes, 

A. The Canadian Nationel System is the successor of the 
Grand Trunk, for example, and the other three big railways, 
The Grand Trunk in turn was the successor of a number of 
Systems such ag the Midland Railway System, the Great Western 
System, and the Midland and the Great Western and the Northern 
in turn were the results of consolidation of still prior cor- 
Porations. So that what we have today centralized in the 
Canadian National System begins with ell the small lines which 
were built back at the beginning of railroading in Canada in 
the 1840's, Their books of accounts were brought forward, 

I have not seen them. They do not exist today. Nobody knows 
where they are or how they were compiled, but these figures 
have all been brought forward through the years and they are 
carried into sour accounts at 1923 as we found them in the 
ledgers of the various corporations, and from that date we 
took full responsibility for them, 

Q. AS you say at pege 44, "Their accounting was not under 
regulatory authority"? 

A. That is so, 

Q. "It followed the judgment of the accountants or the 
policy of the owners. On transmission the investment 
account often was determined by the par value of the 
Securities issued in exchange.” 

That is the fact as you know it? 

As YOR Belts. 


(Page 18850 follows) 
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Q. Then st the bottom of the pege you sey: 
"A11 one cen claim then for the present ledger 
figures is thot they ore the historical costs, 
recorded by many persons, under different accounting 
theories, in many different books, over a long 

period of time. As such they should be preserved 

and continued," 

And thet is of necessity the basis on which you had to 
work in arriving st this final total of two billion nine? 

A. Yes, that is 9 frank statement of how that figure 
Wos arrived at., 

Q. Now, when you come to page 14 of Mr, Gordon's 
Statement again the first item there is $804 million? 

Beth Yee 

Q. Now, that was the funded debt of the Grand Trunk 
end the Canadian Northern Systems held by the public as at 
December 31, 1922, wasn't it? 

A. Including the Grand Trunk Pacific, yes, 

Q. Yes, both of them, end the Grand Trunk Pacific? 

A. Yes, 

Q. Is it your opinion that some large portion of 
this or any of it Should have been written OfL? 

A. Based on the past earning record of those companies, 
I think thet Substantially all of it Should have been written 
ort. 

Q. Substantially sll of it Should have been written off? 

A OWes . 

Q@. And yet so far as the capitalization is concerned, 
much of it you would take into equity capital st this time 
and have it recorded there? 

A. Yes. When I ssid written off, I perhaps should 
have been @ little more precise and said that it should have 


been converted into equity capital instead of being continued 
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2s fixed Charge Cepitel, 

Q. What YOu mean AS ¢Vhe Ab had been an ordinary 
business concern--~- 

A. And gone through--. 

Q. And gone through the wringer, as the term is used 
I think with the railways in the States, then that would 
have been written off completely snd would have disappeared? 

A. I would not Sey written Of fy y Hoge T would say the 
debt would heve been changed into equity cepitol. 

Q. Well, woulda there not have been an elimination 
completely of 5 certain figure? 

A. Well, that is rather hypotheticsl, but in railroad 
accounting we do try to hang on to these SO-called historical 
costs. If there had been 3 writing off of the capital 
itself we would consider on the investment side that that 
investment eccount should not have been touched, You can 
write down this Side if you like, but You should not change 
the historics3] record of costs, and you would have to DUG, dy 
whet is called en adjustment figure to reconcile your ori- 
Sinal assets with the written down capital, 

Q- Would not the position develop where €ven the 
existing Shereholders would have lost quite a bit of their 


investment? 


feet Lay substantially all of it woula have been con- 
Porved into... 
Q. Substantially S11. wk: 142 
A. Yes, 
MR O'DONNELL: Q. Converted into--- 


A. Into equity capitel, 
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MR  MACPHERSON: Qe. And thet equity capital of 
course is something that the railway might want 8 return 
on, 3 rate of return on, for its proprietors, from the 
freight poyer of this country ultimately? 

AweYoau see, when you convert debt into equity 
capitel, even though there may be no prospect of a return 
on that equity capital, nevertheless, looking to the future 
of a country like Canada, there is always the possibility 
of the future bringing earning power to that property, 
which might in turn produce a return on the Capital, and 
thet is why if Tf were @ security holder under 9 reorganiza- 
tion of that sort T would want some Peper which would give 
me 8 chance to perticipate in any improvement which might 
result from the broader development of the economy of the 
country, 

Q@. But the point is, Mr, Cooper, that that money at its 
face value Sees into equity capital? 

A. Yes; 

Q. Goes into equity capital? 

Aw  Y@e, 

Q. ind the proprietor in this case happens to be the 
nation? 

A. Yes, 

© . And some day, as from the citizens of the nation, 
there may be a request for e return on that equity capital, 
one hundred per cent of it, where much of it ordinarily was 
lost? 

Re’ TSS vt could be. s return on s hundred per cent of 
the equity Cepitel, but I thinkthe right of return would be 
8 balancing factor, 

Q. You say a balancing factor; I Suppose whet you mean 
by that is that the regulatory body would keep the rate of 


return low because of the lerge smount of equity capital? 
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A. Precisely, 
Q. Now, the Second item there, $100 million. Mr, 


Gordon said, at page 18381 of the record: 


@ great deal stil] remained to be done to teke 
care of this situation on the lines of the Cénadian 
Northern ond the Grend Trunk Systems at the time of 
consolidation," 

A. Where sre you reading, please? 
Q. I am reading from the record at page 18381, 

THE CHAIRMAN: Something Mr, Gordon ssid? 

MR MACPHERSON: Yes, 

THE CHAIRMAN: He read the statement, 

MR MACPHERSON: Yes. 

THE CHAIRMAN: Can you refer to it? 

MR MACPHERSON: I will get it in the statement 
too, Mr. Chairman, tt is where he deals with $100 million, 
Tt is at page 8 of the statement, 

THE CHAIRMAN: "Run-down and semi-finished condition 
of properties taken over"? 

MR MACPHERSON: Thot LB) Pent. 

MR O'DONNELL: ‘The figure is at the bottom of that 
page, my lord, 

MR MACPHERSON: Q. He soys there at the bottom of 
thot page: 

"It 18 a reasonable estimate that of this amount at 
least $100,000 ,000 represented necessary improvements 
to the property which did not add to the earning power 
of the System," 

Now, this was prior to 1923, Mr. Cooper? 

A. The $100 million? 
O° | XYeea, 

A. No; Subsequent to thot. 

Q. After 1923? 

A 


- Yes, 
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Q. Now, as you told Mr. Covert this morning, the 
conditions of the roed meant that of necessity there were 

abnormal sums Spent on maintenance? 

A, It seemed to me fairly obvious that that would be 
SO, 

THE CHAIRMAN: Abnormol sums spent on what? 

MR MACPHERSON: Abnormel Sums spent on mainten- 
ence, my Lord. 

THE WITNESS: And I said that Wes over the first 
decade, 

MR MACPHERSON: Q. Over the first decade? 

A. Yes. 

Q. That would be up to 1933? 

A Yes, 

Q. That in itself would be reflected again in your 
Operating results? 

A. Yes, 

Q. Because the larger the sums you would pay for 
maintenance, cherging to operating results, the greater 
would be your deficits in these years? 

A. To the extent that we had this deferred maintenance, 

Q. And that $100 million again is reflected in this 
equity capital as you ultimately have it, becouse there was 
8 capitalization of deficits? 

A. No, sir. No, we ere Speaking of two different 
things. The $100 million represents deferred improvements, 
if you like, which were properly chargeable to investment 
account. In addition there were deferred amounts of 
maintenance which were chargeable to operating expenses. 

It am speaking here when I speek of the $100 million of those 
, additions to the property which should heve been made prior 
to 1923 which were made in the Subsequent period and were 


edded, and properly edded, to the investment eccount,. This 
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-~18855- Mr. Cooper, 'cr-ex, 

$100 million had no effect on the Operating results. 

@. Well, that $100 million hed no reference whatever 
to the sebnormal meintenence thot was done? 

A. No, 

Q. It was Separate and apart from thet altogether? 

A. Yes, sir. 

Q. But you would of necessity spend o great sum of 
money in this abnormal maintenance during thet period of 


ten years? 


A. Whether it was 5 great sum of money or not I do not 
know. 


Q.- You could not put a figure on it, Mr. Cooper? 

A. I could not, no, 

Q. But would thet be reflected, the edditionsl main- 
tenance that you had to do, would that be reflected in this 
equity capitel? 

As sielow: usd ri. 

Q. In ithe larger deficits that you hada? 

A. No, sir. 

Q@. It was not represented et sll? 

Ha, Nete ate oig- 

Q. Then the next item on page 14, Mr. Cooper, co- 
ordination costs, $290 million, Included in that is an item 
of $40 million for main line connections, belt lines end 
terminal rearrangements? 

A. Yes. 

Q. Now, this was money that was expended by the C.iN.R. 
On capital eccount for co-ordination? 

Assi Yes, Subsequent to 1923, 

Q. And this co-ordination would mean a considerable 
ebandonment of old capital assets, would it not? 


A. It would involve some retirement of capital assets, 


yes, 
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-18856- Mr. Cooper, cr-ex. 

Q. And wouldn't it also involve certsin maintenance 
expenditures charged to operating? 

A, It should have resulted in reduced maintenence 
end operating costs, 

Q. Beg pardon? 

A. The effect of co-ordinstion should have reduced 
both maintenance and operating costs. 

Q. And it was such on expenditure ss would have 
been made by eny business enterprise taking over and co- 
ordinating the system? 

« L think so, 

Q. I understend Mr, Fairweather is discussing negative 
capital? 

Aw | Nes, sir, 

Q. In the light of the questions you have snswered 
already, Mr. Cooper, I ° do not think I need ask you about 
this, but just to clear it up: The proposed capital revision 
of the C.N.R. has nothing to do with the determination of 3 
rate ase et all? 

a aye 

Q. And it is Simply to reflect in equity capital thot 
which will tie up with historical cost, reasonably? 

A. It really is e tronsfer from funded debt to equity 
cepiteal. It does not affect the investment account st op he 
It does not affect this record of historical costs in any 
manner, 

Q. And the asset values Shown in the balance Sheet, 
in your opinion would they fell short or otherwise of 
reflecting historic costs ond prudent investment, or could 
you say? 

A. No, I could not onswer thet. If one takes into 
account appreciation as well as depreciation, I think it--- 


Q. Both ways? 
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A. .Yes, 

Q. Now, according to your snnual report, which is in 
evidence, there are 38 great many companies subsidiaries of 
the Canadian Nationsl now? 

A. “Yes, 

Q. Do they serve ony useful purpose, the great 
number of them that exist as they do? 

A. If you notice, I read from the 1923 Annual Report, 
Where Sir Henry Thornton Said one of the things which the 
new administration would have to do would be to Study the 
Simplification of the corporation set-up of the Canadian 


Nationel system. 


(Page 18857 follows) 
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Over the years we have not made a great deal of progress 
on that. When we can eliminate a company we do so, but 
new companies are constantly springing up and over the years 
I don't think we have made any sizeable reduction in the 
number of companies. 

Q. Well, does there seem any useful purpose in. 
keeping the 70,80 or 90 companies Operating apart from 
the--- 


A. It is not from desire; it is of necessity. 
Let us take the example of the Canadian Northern. Why 


cannot that be consolid ted with the Grand Trunk or the 
Canadian National? You see what I mean. 

Q. Yes, 

A. They have Perpetual debenture stocks outstanding, 
and the consent of those debenture stock holders would be 
necessary for consolidation of Canadian Northern with 
Canadian National. Those debenture stockholders would not 
give their consent to an amalgamation unless we give them 
Something. They say "Yes, if you will give us a Government 
guarantee" and we Say we won't pay that price. 

Q. Well, could not that all be taken care of by 
legislation protecting the rights of any debenture holders 
Or bond holders that there may be in respect of their own 
securities? 

A. Well, Speaking personally on a matter of that 
sort, I would very much like to see legislation vesting these 
perpetual debenture stocks either in the name of the 
Canadian Government or Canadian National Ratlway Company. 
That was done in Great Britain during the war. They did't 
hesitate too much. There may be a charge of confiscation, 


Something of that sort, but if the consideration is equit- 


able I dontt think there would be very much in a claim of 
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that sort. But to me the idea that we can have these 
separate debenture stocks living in perpetuity, it is 
fantastic, and I think Something should be done about it. 
But up to this point at any rate it has always been thought 
that it wasa matter for mutual arrangement rather than by 
Some vesting order. When you sit down to arrange these 
things by mutual arrangement, you generally find that the 
holders are trying to get Something out of the railway 
which the railway is not prepared to pay. 

Q. Well, this proposal of the funa of $300, million 
is not to take care of that Situation at all? 

Siwiho sin, 

Q. It is over and above the Situation that was 
to be taken care of by the $300 million fund? 

A. There is nothing can touch these perpetuals 
except legislation. 

Q. Now, Mr. Cooper, a few questions on your United 
States Lines? | 

A. Yes. 
Q. Are they profitable? 


yY 


A. I think as a broad answer the answer would be 


yes". 

Q. That they are profitable? 

A. To the System. 

Q. Profitable to the System in respect of the 
traffic they control for Canadian lines, I suppose? 


A. The Grand Trunk Western is profitable in 
itself, and it is also profitable in the sense that it 
contributes traffic to the System. I would say the central 
Vermont itself is not profitable; but if you put a valuation 
on its contribution to the System gross earnings and net 


carnings, I think that the studies which have been made 
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demonstrate that even the Central Vermont System is not 
unprofitable to the Canadian National System. But I 
suggest on that, if you wish to pursue it, that Mr. 
Fairweather is much better qualified than I am. It is a 
matter of research; it is not so much a matter of accounting. 
And I think you must have noticed thatmy effort in test- 
ifying has been to confine my testimony to the affairs 

of my own department. 

-Q. On hotels, have they been remunerative over 
the years, or has there been a reasonable return? 

A. Well, again you have this question of usefulness 
to the System. The hotels as a rule were able to develop 
the traffic for the System. The record of our hotels 
for the last decade had been that they have made sub- 
Stantial net earnings, meaning revenues less expenses and 
taxes. If you were to set up an interest charge and a 
depreciation charge by themselves, that probably would show 
that they had not been operated at a profit, but again 
you have this intangible value to the System. Whenever 
I look at the Chateau Laurier and Someone questions its 
SuccesS as a commercial venture, I cannot look at the 
Chateau Laurier in that sense. 

Q. You regard it as part of the railway system? 

feed thinkemcaoniy 4aiit waetosey in. System: I 
think it is a national asset. 

Q. Now, Steamships, what investment do you have 
in steamships? Are they profitable or unprofitable? 

A. Are you Speaking of the West Indies Steamships? 
They are not owned by the System at all. 

Q. Aren't they owned by the railways? 

A. No, sir. 


Q. They are not owned by the railways at all? 
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A. No. 

MR MACPHERSON: tf think most of the other 
questions I have would be for Mr. Fairweather in the light 
of the answers that Mr. Cooper gave, 

THE CHAIRMAN: Does anybody else Wish to 


question Mr. Cooper? 


CROSS EXAMINATION By MR_ FRAWLEY 
a Se FRAWLEY 


Q. Mr. Cooper, I would like you to clear up for 
me the statement on Page 15 of Mr. Gordon's statement 
with regard to this $300 million. I don't know that I 
quite understand what that transaction will be. 

‘A. Yesterday we filed a pro forma balance sheet 
which was intended to display it in an accounting sense. 
Is it a question on that? 

MR. O'DONNELL: Exhibit e445. 

MR FRAWLEY: mr. O'Donnell says it is exhibit 
245. I want to ask you two things about it and I think we 
could just discuss it generally. 

A. Yes. 

Q. What would it represent? In other words what 1s 
the principle behind it? Why do you think that the 
Government should acknowledge an indebtedness to you in 
the sum of $300 million? 

A. It is the only way that the President «~. J 
won't say that <<, ited, a method which the President has 
advanced whereby interest on the funded debt held by the 
public--- 

Q. By the public, yes. 

A. Might be reduced as far as the cost in 
interest to the railway is concerned. We have $584 


million of fixed charge debt in the hands of the public. 
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We think that is too high; we think that the railway 
cannot support that amount of debt: but we cannot 

touch those securities. So the introduction of this 
$300 million whereby the Government would pay to us each 
year $9 million, the $9 million would have the effect 

of reducing the annual interest on the debts held by the 
public; thay ts to say, if the interest on the debt: 
held by the public is $23 million and we get $9 million 
from the Government, then our interest is $14 million. 

Q. Then in Simple language the Government is 
going to undertake to pay a part of the interest which you 
annually owe to the public. 

A. Yes, but as the years go by and our public 
debt matures, it will be paid off out of the $300 
million, and if the operation of the fund was restricted 
entirely to funded debt in the handsof the public, in 
a matter of ten years at the outside the $300 million 
would have been drawn down and the funded debt held by 
the public’ would have been reduced to that extent. 


There was an alternative, of course, that the 


- 


#300 million might be used in part for capital expenditures 
and the effect of that is of course that instead of 
additions to the funded debt by the utilization of the 

fund itself the funded debt would be held down. 

Q. In other words-- perhaps this is over- 
Simplifying it -- suppose you took the $300 million and 
Just reduced the debt in the hands of the public by 
$300 million. Then you would only have $200 oda million. 

Ain That ts so. 
Q. Your fixed charges would automatically come 


down? 
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A. And this has that same effect. 

Q. Now, why could not the Government simply 
wipe off $300 million of what you pay the public? 

A. You can't do it. 

Q. That is the answer ,you can't do it, because the 
holder has something to Say about it? 

A. Quite. 

Q. And that is the answer perhaps. If they were 
different securities which you could pay off, perhaps 
that would be the Simplest way to do it? 

A. I would have been glad if I could have expressed 
it as concisely and correctly as you have done. 

Q. Oh, Mr. Cooper. 

THE CHAIRMAN: Mr. Frawley, has Mr. Cooper told 
us whether there is any force or any real meaning in the 
language used: "the Government should acknowledge an 
indebtedness"? 

MR FRAWLEY: I was going to ask about that. 

Q. What is that figure of speach? What does that 
mean, "acknowledge an indebtedness"? 

A. Agree that this arrangement is aatisfactory to 
them. 

Q. ‘see. 

THE CHAIRMAN: Well, you are inverting the 
language. What you really mean is this, isn't it, that 
you give the Government equity stock tothe face value af 
$300 million? 

A. Yes. 

Q. And they pay you back by giving you this 
$300 million in another form? 

A. Yes, but they would not pay us at once. They 
would only give it to us year by year. 
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Q. I know. Their indebtedness would consist of 
this $300 million of equity stock which they were given? 

A. They would have $300 million of stock whieh they 
had not paid for. 

MR FRAWLEY: Q, Coming back for a moment to 
the business of getting in these Securities and redeeming 
them, and at the risk of Saying something that is a little 
unorthodox, don't you think there is some field to be 
explored there to see if you could not get in some of 
these securities and pay them off? 

A. Well, you saw what Sir Henry Drayton said in 
1917 about this thing. That was the time to have done these 
things. 

Q. It would sound like configcation now, you mean? 

A. Yes, it would. 

Q. Some of these securities are carrying a pretty 
fair rate of interest? 

A. They are. 

Q. About what would be the highest? 

A. Some of them are 5 per cent. 

Q. You have not any sixes then? 

A. I don't think so. We were fortunate that during 
the war the British Government vested all the railway 
securities which were owned by U.K. residents, and that 
has improved our picture quite a lot. 

Q. But I mean, if you could do some refunding there 
is not any good reason why you should not. Do any of 
these securities admit of refunding? 


A. Not these perpetuals,. no. 


(Page 18866 fo11lbws) 
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Q. There would have to be more drastic measures 
taken there, I Suppose, by statute? 
A. Yes. 
THE CHAIRMAN: Are they all guaranteed by the 
Government? 
A. Not all of them, my lord. Would you look at 
the Annual Report for 19489 
MR. O'DONNELL: It is Exhibit el7, my Lord, at 
page 21. 
THE CHAIRMAN: Q. Is there a4 large number not 
guaranteed? 
A. There are four issues which are not guaranteed. 
Q. What do they amount to? 
A. They are shown in the fourth group there. 
Q. I beg your pardon? 


A. I say they are shown in the fourth group on 


MR. O'DONNELL: Under the heading of "Other 
Issues". 

THE WITNESS: There is 4% Perpetual 
Consolidated . Debenture Stock, of the Canadian Northern, 
in the amount of $3,992,929.66. 

There is 4% Perpetual Consolidated Debenture 
Stock of the Canadian Northern Ontario in the amount of 
$889,597.47. 

There =is 4% Perpetual Consolidated Debenture 
Stock of the Canadian Northern Quebec in the amount of 
$465,545.33. 

There is 4% First Mortgage Perpetual Debenture 
Stock of the Quebec and Lake St. John in the amount of 


$285,342.40, 
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These are the perpetual ebeurities which are not 
guaranteed, 

Those which are guaranteed are Shown at the top of 
the list. There are four issues there and they are all 
Grand Trunk issues. Two of them are 5%, 

MR. O'DONNELL: Those are the ones at the top 
of the page, 

THE WITNESS: Yes, 

THE CHAIRMAN: Q, Are these perpetuals at the 
top of the page the only ones that are guaranteed? 

As yea, sir, 

Q@. I see. 

MR. FRAWLEY: Q. I take it that the reduction 
of fixed charges is a Subject to which you have given a 
lot of thought over some years? 

A. Since 1923, 

Q. There you are, Now, is there anything at all 
on foot towards recalling any of these that are refunded? 
A. If the terms of issue provide for call, we 

recall them. 

For example, on page 21, about the thirteanth item 
down, you will see an issue of 5% 4o year guaranteed 
gold bonds issued in 1929 and maturing in 1969. 

Q. Yes. 

A. That was an issue in the sum of $57,728,500. 

Q. Yes. 

A. And the terms of issue gave the railways the 
option to call these after 20 years. That is to say 
on Qctober 1, 1949, which was last year, we had the right 
to call them at 105, and we did call them. 

It cost us $5 per $100, which made a premium charge 
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of $2,886,425; and to finance that, we issued some bonds 
carrying coupons at 2-7/8, so there was a substantial 
Saving there, 

Q. Yes. 

A. Now there is another issue there. I think it 
is the $35 million issue, the next to the last. Excuse 
me, that is not the issue. 

We called that issue of $17,338,000. 

Q. Yes. 

A. They were 5% 40-year guaranteed gold bonds , and 
were issued ion February 1, 1930. They were callable on 
February 1, 1950 at 105. 

We have called them and we have paid the premium, 
and we have substituted an issue with 2-7/8% coupon. 

Q. Yes. 

A. And we have one or two more. 

The next one which is callable is the Canadian 
National 3% 20-year guaranteed bonds due January 15, 
1959. They are callable after January 15, 1954, They 
amount to $35,000,000, and they are only 3% bonds. 

What the situation might be in 1954, as to whether 
it would be advantageous to call them or not, I think we 
will just have to wait and see. 

Q. Yes. And from what you have told me, I take it 
that you have been doing the best you can to reduce 
the fixed charges, the annual fixed charges? 

Awe There isono doubt: ofthat. 

Q. But it is because you feel you could not make 
very much progress very quickly that way, and t ibecause 
of the size of the problem, that you have worked out 


this scheme, whereby the Government will set up $300 millions 
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and to pay you $9 millions a year which you will use 
either to retire your interest-bearing Obligations in 
the hands of the public, or for capital additions? 
A. Yes. 
Q. In gradual payments. That won't be enough. 
You do not expect that that $9 million will be enough, 
do you, from year to year? 
A. It is not the $9 million, it is the $300 million. 
Q. Oh, you can use some of the $300 million to pay 
interest with? You can do that? 
A. No, sir. It 1s $300 millions which, if this 
arrangement be approved, the Government has agreed to 
Subscribe for additional equity stock in the Canadian 
National Railways, being the amount to be paid over to 
the railways as and when needed either for capital 
expenditures or for debt reduction. 
MR. O'DONNELL: Q. You mean that now they 
pay 3%? 
A. Yes. 
MR. FRAWLEY: Turning now to a different 
Subject, I take it you are generally in favour of 
uniformity of accounting? 
THE CHAIRMAN: Before we leave that page, 
can we take it for granted that these equipment trust 
issues on page 21 are not guaranteed by any Government? 
A. That is quite correct. 
The first group is guaranteed by the Dominion of 
Canada. 
The second group is guaranteed by the Province of 
British Columbia. 
But the third group the Equipment Trust Issues are 


not guaranteed; and the other issues, in the fourth group 
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are not guaranteed either. 

THE CHAIRMAN: 9. This $19 million worth 
are not guaranteed? 

A. It is more than that, sir. There are $59,210,000 
of Equipment Trust Issues, as well as $32,585,151.46 
of other issues which are not guaranteed. 

COMMISSIONER ANGUS: Q. But the Equipment Trust 
Issues are secured? 

A. On, yes. 

MR. O'DONNELL: By the assets. 

THE CHAIRMAN: Where are you going now? 

MR. FRAWLEY: I am going to the question of 
uniformity of accounting. 

MR. FRAWLEY: Q. Mr. Cooper, you subscribe 
to the desirabllity of uniform accounting for Canadian 
Railways? 

A. If the question is put to us, the answer is 
yes. Our answer is yes. 

Q. Do you regard uniformity of accounting as more 
important than the particular kind of accounting which 
might be followed, if I make myself clear? 

THE CHAIRMAN: What page in the Brief is that 
to be found at? 

MR. FRAWLEY: I was really following - - 

THE CHAIRMAN: I want to know. 

MR, FRAWLEY: I was following Mr. Gordon's 
statement. It is at page 17 of Mr. Gordon's statement, 


where Mr. Gordon says:- 


"Our Company has submitted in respect 
to accounting that there should bea uniform 


System of accounts for Canadian Railways...." 


p Nay wel) 


Lp uiikt ai caaite at 


i 


4 Sets tens ree: aid fe Bi 


otk | 


et: iat i gyros ip tiet 4 th 


mle th 
SR Net 
oD oes an 


- 18871 Mr. Cooper cr.ex 


THE WITNESS: Our position is this, that now 
the question is Put Torts 2y 4 

THE CHAIRMAN: What is that? 

A. Our position is this, that now the question is 
put to us: Do you think there should be a uniform system 
of accounts for Canadian Railways? Then our duty says 
that our answer should be in the affirmative. But apart 
from that, we are perfectly satisfied to keep it as we 
are. 

MR. FRAWLEY: Yes? 

THE CHAIRMAN: Perhaps you are not quite so 
positive as Mr. Gordon's expression of it. Is it that 
there should be a uniform system of accounts for Canadian 
Railways?, 

",..and that such system should be 

prescribed in accounting classifications to 

be issued by the Board of Transport Commissioners?" 

MR. FRAWLEY: Q. Yes. And then the statement 
G0es on and gives a reason for it, and says:- 

"Comparisons of operating results and 

Statistics do not stop at the international 

boundary." 

That all seems to Support the general proposition 
that there should be a uniform System of accounts. 

A. That statement was made. 

THE CHAIRMAN: And uniform statistical 
Ch@ESi fication? 

MR. FRAWLEY: Q. Yes. 

A. That statement was made as if it were in answer 
to a question which had been put to the railways: What 


is your position in respect to the uniformity of accounting? 
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So the President Says whatever words are there, 
that we believe there should be uniform accounting. 

@. I quite understana that the Canadian Natd4gnel 
did not institute this Commission. But one of the questions 
referred by the Governor-in-Council to the Commission - 

I have not got the terms here - ig to inquire into the 
matter of uniformity of accounts, 

A. Yes. 

Q. And that being so, it ig Something which the 
Commission must report upon. So that is why I explore it 
with you, who are an experience] accountant, having been 
in charge of the accounts of the Canadian National on the 
highest level for aij these years. 

I want to know your opinion as to whether it would 
be good, or whether it should be required for Canadian 
railways that there Should be uniformity of accounts? 

A. My answer is: oh, yes. 

Q. Now, going to the next phase of it: do you regard 
the need for uniformity as more important than which 
particular kind of accounting should be prescribed? 

Ay Veo. I will go along with that. 

Q@. Yes. And you feel that it has got to be committed 
to the Board as to which particular kind or method of 
accounting is selected and prescribed; that is, that is 
Something which the Board must be, left. to do? 

I agree with you. 

Q. Do you say that there must be Something in the 
Statute - unless there igs something already there - 
requiring the Board to set up a uniform classification 
of accounts? 


A. That is exactly as I Seé it... 
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Q. And you would stop there and leave the 
prescription of this or that method to the Board after 
hearing argument, or, rather after careful investigation? 

A. Exactly. 

Q. Now then, coming to the matter of rolling stock, 
you ° follow one method, while Canadian Pacific follows 
another? 

A. Yes, 

THE CHAIRMAN: That is, a method of depreciation? 

MR. FRAWLEY: Q, Yes, a method of depreciation. 
And I take it, if called upon - no, perhaps you have 
Sufficient faith in your System that you feel you should 
present to the Board your views as to why the straight 
line method should be adopted? 

A. We are not afraid of taking our chances with 
the Board . We believe that we have a strong case. 

Q. So it would not be a mtter of sitting back and 
waiting to be asked, If the question of which system of 
depreciation should be used, you would be prepared to 
present your views as to the Straight line method? 

A. Yes. 

Q. And you would abide by whatever prescription 
came from the Board after that consideration? 

A. We would have to. 

Q. When you come to roadways, you feel that there 
Should not be depreciation accounting there at all? 

A. Yes, sir. 

Q. And the Canadian Pacific, of course, do follow 
depreciation accounting for depreciable road assets? 

A. When you say "depreciable road assets", that 


again is a bit of a misuMderstood phrase, 
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When you speak of depreciable assets, what you 


really mean is "depreciable assets subject to depreciation 


accounting". 


Hi Lee... Mat would be more exact. 


(page 18880 follows) 
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Q. That is more exact, 

A. Because there are depreciable assets, for example, ties, 
rails, They are Subject to physical depreciation but they are 
not subject to depreciation accounting, 

Q. Just to recall it to my mind, under the I.C.C. are ties 
Subject to depreciation accounting? 

ALY NO,” sar’, 

Q. And neither in Caneda? 

A. We have no prescribed accounting system in Canada, 

-Q. But In Canada neither yourselves nor the Canadian 
Pacific depreciate those rails and ties, and that sort of 
track material? 

A. That is correct, 

Q. So that it narrows itself down to what is commonly 
called, whether correctly or not, non-depreciable road assets 
that you say there should not be any depreciation accounting 
for and the Canadian Pacific does operate on a system of 
depreciation accounting? That is the situation? 

A. For fixed assets other than track structure, fixed 
assets which are Subject to depreciation accounting excluding 
track structure, 

Q. You say as to them you do not depreciate. Your 
accounting is not depreciation accounting? 

A. That 1s correct, 

Q. And the Canadian Pacific has depreciation accounting? 

A. That is correct, 

Q. Coming: to the new order of events that the Board 
will prescribe you woulda Suggest that the Board should make -- 
you still adhere to the desirability for uniformity, do you not? 

Ay Yes, sip, 

Q. So that you would seek to convince the Board tn. a help- 
ful way that they should prescribe your method of deal ingwith 


these fixed roadway assets? 
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A. That would be our position with the Board, yes, 

Q. And then if the Board prescribed depreciation account- 
ing for those then you woulda go along? 

A. Yes, but when you say "go along", depreciation account- 
ing, of course, is based on the cost of the units of property 
which are subject to depreciation accounting. Now then, to 
institute depreciation accounting one must know the cost of the 
units that you are going to deal with. So we say we have no 
Such inventory of units nor do we know their cost, and before 
we can adopt depreciation accounting, even if there were an 
order of the . Board that it should be made effective, we say 
that until such time as ~° we have an inventory of those assets 
we are not in a position to go along. 

Q. That is one of the difficulties that would arise in 
your case if the .Board prescribed depreciation accounting 
for these fixed roadway assets? 

A. Yes, If I may, just in the interests of perfect 
frankness, I think that if it were agreed, as I mentioned 
yesterday, that the depreciation charge cowld be computed 
On some arbitrary rate on the book value of the assets it 
could be done on that basis but it is not depreciation 
accounting, 

Q. These are all reasons why you think the Board should 
prescribe the method that you have been following? 

A, Well, I went further than that. I did not take the 
position of being perfect. I Suggested that the Board should 
consider the method which the British railways have adopted, 
and which is different from the practice we now follow. 

That, of course, as I explained is what is generally termed 
replacement accounting. If a unit of property is replaced 
in kind the British charge the cost of replacing it to ex- 


penses, There is no writing in or writing out of the unit 
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insofar as the investment account is concerned. If Tf might 
give a simple example of that, let us say we have a water 
tower that needs replacement. Let us say it cost us $10,000 
20 years ago. To replace it in kind let us Say it would cost 
us $16,000 at today's prices, our present method is to write 
the existing unit out of the investment account and charge 

the $10,000 to expenses, and to charge the investment account 
with $16,000 representing the cost of the new unit installed 
today. The British would come along and say, "Replace that 
thing; don't touch your investment account, charge the cost of 
replacing it to operating expenses," They refuse to capitalize 
a change in the price level where units of property ar- merely 
replaced in kind, 

If in the replacement you substitute an enlarged or im- 
proved unit of property then they would compute the difference 
between the cost of replacing in kind and the cost of the 
improvement, and the cost of replacing in kind is an operating 
expense and the cost of the improvement is an addition to the 
investment account, 

COMMISSIONER ANGUS: Q. Under the British system 
might the expenditures of the railway be very variable from year 


to year? 


A, Under the British system their expenditures would 
reflect the actual replacements and repairs made during that 
year, 

Q. And there might be a great deal in one year and very 
little in another? 

A. Well, I doubt that, Mr. Commissioner, because railways 
do not work with any violent fluctuations from year to year, 
They have steady programmes of maintenance and replacement. I 
think it is true that in times when they have buoyant revenues 
they probably spend more money on maintenance, and when times 


Come hard like any other business they have to retrench, 
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THE CHAIRMAN: Q. Are you telling us now about the 
system adopted by the government ‘administration of railways in 
England? Has it always been that way with the various compan- 
ies? 

A, I am not quite sure what the different railway com- 
panies did prior to nationalization; 

Q. You are giving us the present system? 

A, Yes, sir, This is the policy which the new British 


Transport Commission decided to follow with respect to roadway 


' property. 


COMMISSIONER ANGUS: Q. Would you allow deferred 
replacement in emergencies? 

A. Sir? 

Q. Would you allow deferred replacement in emergencies, 
allow them to put aside a sum of money because it could not be 
conveniently spent in the one year? 

A. The British would do that. 

MR. FRAWLEY: Q. I have a few questions about these 
unremunerative railways that are, as some of the public think, 
foisted upon the Canadian National from time to time, You 
told us that the Hudson's Bay Railway had had a period of en- 
trustment to the Canadian Netional, and then that had been 
changed, and it now is operated by the government of Canada 
as the government of Canada? 

A. Yes, except that the railway company act as agent or 
manager, 

Q. You do the actual physical running of the trains and 
you charge a fee for your year's work? 

A, For the management, but the actual revenues and the 
actual expenditures are charged to the government, 

Q. Now, this may involve 2 matter of government policy, 
and if I am asking you a question you do not care to express an 


Opinion upon you will say so, but personally I would value 
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your opinion as to the advisability of Operating these 
unremunerative roads as a department of the government or as 
part of the Canadian National Reilways? 

ar Te thee a 

Q. I would like you to tell me what you think about that, 

THE CHAIRMAN: Do you mean roads which are now called 
unremunerative? 

MR, FRAWLEY: Yes, the Newfoundland Reilway and the 
Temiscouata. Those two have been roiling off our tongues pretty 
freely lately, Take those two, 

THE WITNESS: Well, expressing my personal opinion -- 

THE CHAIRMAN: Q. What is that? 

A. Expressing more or less a personal opinion, because 
I am not authorized to speak for the railway in a matter of 
this sort, I consider the Canadian National Railway - tht is 
the organization - is the servant of the State, Canada owns a 
humber of railroads and Canada must have some agency, whether 
it is a department of government or the Canadian National 
organization, to operate the state-owned railways. In entrust-— 
ing these properties to the Canadian National organization for 
Management and operation we take the position, and we take it 
Strongly, that that entrustment should be under terms which 
“ire equitable to the railway, and that we should not have a 
repetition of what happened in 1929 when these five railways 
that we speak of, which were taken over ag a matter of public 
policy, were just pushed over on to the railway company. We 
had to assume the fixed charge debt with respect to the purchase 
price, We hed to spend sizeable amounts of money for the 
rehabilitation of the lines, and we have had to Stand operating 
deficits which resulted from that matter of government policy, 

MR. FRAWLEY: Q. You Say that has been bad on the 


Morale of the rank and file? 


A. I did not say that, 
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Q@. Some people have said that? 

A. Some people. 

Q. Do you subscribe to that view in a broad sense? 

NAW) yl. do nob feel very happy working for an organiz- 
ation which has the appearance of being a colossal failure, 

Q. I was not getting up to you, I was going to deal with 
the effect on the rank and file, but even among the executives 
there is that natural foeling,.L take: 167 

A. I think it is natural that any workmen would wish to 
work for a company which appears to be successful in its 
operations, 

Q. Going back to the Hudson's Bay Railway, if they have 
an awfully bad year you do not feel badly about that. The 
railway as such doesn't care about that? 

A. It doesn't affect us. 

Q. That is one way of taking care of this morale situation, 
by not putting it in as a part of the system? 

A. The thing has gone too far for that. 

THE CHAIRMAN: Q. What is that? 

A, I think the situation has gone too far to take these 
lines back again, 

MR. FRAWLEY: : Q. And other lines? 

A. Yesgy sin. 

THE CHAIRMAN: Mr, Frawley, perhaps we had better take 
a few minutes recess, 

---- Recess, 
---- On resuming. 

MR. FRAWLEY: Q. Mr. Cooper, I have not got the page 
reference but I made a note of something that you said yester- 
day. The note I made was that the Canadian National is ex- 
pected to do many things that a private road would not have to 
do, or something to that effect. Do you recall saying that? 


As. Yes, 


Somiies “heed Ok Lene Seria. pe, adits . 
oe To apiltow easel (ymRy Lea don: ob 3 AE ih 


leer 4% 


oepitet Leateios 2 aoted 20 “eomenadaus ana. pean wT 


t feed .od Ow. 2AM i <UOXy,.o3, ap - gatisep Jon. BE TP Yo 


U 


/@avicuogxs odd gaems mers . aed (etl? bas Saat ¢ ead 20 anaes wit» 


eg | el aaa ae santfee? Lavurten, teas. ah Maat 


= = ae 


od delw blavew somhtow ge a7 exid ae atieesaut mh at weckelt 2 ree 


® 


f 

: 
“ee | “We . | 
AGS a Vaan POT NOTE Re ene f 


1 


. .e mh gest te ees: wad A sqebel wad OF. BOLD gertkep es 


Jgieroodue od .o¢ steogis Abie saad e.stoR, aaOM: 


| out dant atuode ghied 2o0%, got of. ox Seoy: bad. wiiuige aie 
Ch a Vogt Ae) Sepia ante.) at a) aoua 8 e yeniton . 


Oe ee ae ae. a pean ight er by oh, 


e 3 ‘ ul ains ay open : ite ‘ we - if ears 3 ait» i a 
dort oudie otrmon ebay to oto wate sto, gay Be att 82 eRe 


Spode ge eal Yo) Pee oe ee ett nated lon ton vi 


i ; a p j 
Oe NOT, RAR OOF Gee. « aor a orig? eat, wh 


| MW! Ker if 
5 5 > wh a ey Val V 
i uf, £5p bg “Be £ Pasiw 3 Bai NGALAN | ‘ aur j weit 


i 


ey R " , a . 


cacertt iad oe el sags HED Bel Lmohan at eo er d modded T Nl | 4 


aaiean aaa, me oe 


DHA AP 782 Le ne 


oe 


Ae ao | : Sorte, apey oA hea 
fa Bat rage ae 2, a bake a ‘ eae: see i ‘ . saan ane ree 
| allah bs yea wo'l se 
| i ih akan’ me 2 
Ce gest 9. 4M Bitar WAP A 
‘ bite Bae phone | 10 oP & aba Lae esaais 
she Bk eaogd at Be sical » ow eay peak cial 


| ABR cy : of) equate sn 90 07 Bat 


~ 
& 
& 
ej 
oe 
Se 
S 
w 
| 
€ 
= 
a 
Gr 
= 
ee 
ted 
=, 
_ 


rive: * 


we ween fog. g: Bios bat. 


a 


- 18886 - Mr. Cooper, Cr-ex 


Q. Just what did you mean by that? will you expand upon 
that slightly? . 

A. We have to operate the Canadian government railways, 
the national trans-continental railway, such a thing as a 
drydock at Prince Rupert, the Newfoundland Reilway, and these 
are the kinds of things which an ordinary commercial enterprise 
would not take over, 

Q@. You say an ordinary commercial enterprise would not take 
these things over? 

A. Not without some sort of compensation. 

Q. That is what Mr. Walker meant, I suppose, when I asked 
him whether his railway would have taken over the Temiscouata, 
nd hg said very plainly and bluntly -- 

THE CHAIRMAN: I beg your pardon. What is what? 

MR. FRAWLEY: I was Saying to the witness that Mr, 
Walker said, in answer to me, that his company would not 
have taken over the Temiscouate Railway, 

Q. I take it that is the sort of thing you have in mina 
when you say that a publicly owned railway has to do things which 
& private road would not have to do, 

THE CHAIRMAN: Q, Having regard to your lines now that 
you are now operating, what part of those lines do you consider 
to be just yourselves, and all the rest is taken on? You 
mentioned the National Trans-continental, for instance, 

A. Oh, definitely I believe the whole thing is the national 
Yailway system, 

Q. That is it, all your lines taken together are the system. 

MR. FRAWLEY: Q. That is the situation in which you find 
yourself? 

A, Yee, 

THE CHAIRMAN: You asked Mr. Cooper about their obli- 
gation to take over certain lines whether they wanted them 


or not, and among those he enumerated in that class was the 
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National Trans-continenteal, Then they are all in that class, 

MR. FRAWLEY: You have got a good deal of your mileage 
when you say that, 

THE CHAIRMAN: I have not looked at their incorporation 
at all, What does it call for? There is a statute, is there not, 
incorporating the Canadian National Railways? Is that right? 

MR. O'DONNELL: Pardon? 

THE CHAIRMAN: There is a Statute behind all this, 

‘MR. O'DONNELL: Oh yes, 

THE CHAIRMAN: What does the statute make the corporation 
to be, because we hear of them having to do this and having to 
do that. What are they themselves? 

MR. O'DONNELL: The statute is Chapter 172 of the 
Revised Statutes of Canada, 1927, and I think the section that 
deals with the entrustment and management of these roads is 
pection 19, 

THE CHAIRMAN: I mean it is an incorporation at the out- 


seet, is it? 


MR, O'DONNELL: Yes, 

THE CHAIRMAN: What does it Say it shall be? 

MR. O'DONNELL: It does not set it out quite as shortly 
as that, Section 3 sets out the provision that; 

"The Governor in Council may nominate such persons as 

may be deemed expedient, not less than five, nor more 

than fifteen, to be directors of the Company hereby 

incorporated, and upon such nomination being made the 

persons so nominated, and their successors, and such 

other persons as may from time to time be nominated by 

the Governor in Council as directors, shall be and are 

hereby incorporated as a company, under the name of 

‘Canadian Netional Railway Company,' hereinafter celled 


"the Company!" 
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THE CHAIRMAN: Is there a section describing 
the assets of the company ? 
MR. O'DONNELL: Not as far as I remember, my 
lord, 
THE CHAIRMAN: You see the point in my mind is 
that here is a company intended to operate railroads 
but then we are told "we are forced to do this and forced 
to do that," Where does the dividing line take 
place between what the company was originally intended 
to do and what was, as you might say, imposed upon it? 
MR. O'DONNELL: Section 19 of the statute 
provides: 
"The Governor in Council may from time to time by 
Order in Council entrust to the Company the manage- 
ment and operation of any lines of railway or parts 
thereof, and any property or works of whatsoever 
description, or interests therein, and any powers, 
rights or privileges over or with respect to any 
railways, properties or works, or interests there- 
in, which may be from time to time vested in or 
owned, controlled or occupied by His Majesty, or 
Such part or parts thereof, or rights or interests 
therein, as may be designated in any Order in 
Council, upon such terms and subject to such 
regulations and conditions as the Governor in 
Council may from time to time decide; such manage- 
ment and operation to continue during the pleasure 
of the Governor in Council and to be subject to 
termination or variation from time to time in whole 
or in part by the Governor in Council." 
THE CHAIRMAN: You see what I am trying to get back 
to, Mr. Covert points out to me that the present 


position of the C.N.R, Company in relation to the Con's 
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Railways is 

(1) The C\N.R, Company owns the railways which were 
vested in the G.T,R, on January 30th, 1923, plus certain 
lines Subsequently purchased or constructed by the C.N.R. 
Company; 

(2) The C.N.R. Company manages and operates all 
Government Reilways except the Hudson's Bay Railway; 

(3) the CCN Rt Company controls by stock ownership 
all railways of other Companies of the C.N.R, system, 

The C.N.R. may therefore be divided into three ; 
categories: (1) Railways owned by the C.N.R. Company; 
(2) Government Railways; (3) Railways of subsidiary 
companies of the C.N.R, Company. 

MR. O'DONNELL: There is a whole array of orders 
in council, I have six or seven of them here, 

THE CHAIRMAN: Pardon? 

MR, O'DONNELL: There are a number of orders in 
council which tie in with that. 

THE CHAIRMAN: I would like to know whether there 
is a real dividing line, whether the company can say 
"Here is our property and the other things we were made to 
do, and we preferably would not have done them." That is 
unremunerative lines, and so on, Then we have Mr. Gordon 
telling us that for the future they will not under- 
take to build any branch lines unless they want to foster-- 
does that mean the directorate there? 

MR, O'DONNELL: Mr. Gordon says -- 

THE CHAIRMAN: He - talks about future develop- 
ment lines which he says should be financed to the extent 
of not more than 60% by interest-bearing securities, and 
So on, the balance to be supplied by the government, 
and then he added e rider to that as follows: 


! 


In saying what I have just said on this par- 


at - es 
hae ; 
on Nery 
= (ano ae 
> 
Fale = fee 
; i- 2 
3 : hoe yas 
ae =f s 
ote eee | oes 
= coed i 
bas I 


4 a * or 
- == 
Ef s 4 me il, 
‘ =f Ay 
. » Set” 
4 23 - 
o : 
: <3 
+ 5 oe 
« rns 3 
ay et 
e ee ‘ 
a 
ey 
<7 92 : s- : 
eR = 
-- a “a 
<a ; “ed : a: 
= 2 
>. Asks + 
, £ a 
‘ we = 
a. - te 
= £ - 
i= . 
+ 7 
Ne <s -- 
“ whee td 
v ase a We 
A 2 
ea Ee 
“' - re 
ne : 


+ 
2 
as 


Ms — 


Vig 
. 


4 

3 “a 
es 

bs . 

ae 

_~ 
- a eet 

* 

i‘ 


la 
ie 
Le 


poss 
pe 
e3 


NP 


- 18890 - Mr. Cooper, Cr-ex 


"ticular point I would definitely wish to emphasize 
and make clear that there is no intention on the part 
of the Canadian National Railways to undertake the 
construction of any and all railways which might in 
the future be suggested, even if 40% of the capital 
were to be provided by way of equity stock, The 
Canadian National Railways should be free to consider 
on its own merits each individual case of develop- 
mental line which might be proposed in the future," 
I raised that point yesterday to ask whether it was meant 
to include other lines that may be in existence now, 
provincial lines, or others which might be considered 
unremunerative, Is this attitude to be taken towards 
the acquisition of such lines in the future as well as 
to building new ones? 
MR. O'DONNELL: As I understand it, the statute 
is there and under the statute the government may 
impose entrustment of these lines or any works covered 
by that. I think all Mr. Gora is Saying there , insofar 
as he and his board of directors are concerned, is that 
they would not want to have imposed on them the management 
of any and all lines even if the percentage of capital 
wes to be provided concerning these future developmental 


lines as is set outs 
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THE CHAIRMAN: Now, that goes to menegement. 

What does the entrugtment Section say? The entrustment 
Section is the one--- 

MR O'DONNELL: Section 19, yes. 

THE CHAIRMAN: How far does that go? 

MR O'DONNELL: It G0es8 very fer. It says: 

"The Governor in Council may from time to time 

by Order in Council entrust to the Company the 

menegement and operation of eny lines of railway or 
perts thereof, ana eny property or works of whatsoever 
description, or interests therein, and any powers, 
rights or privileges over or with respect to any rail- 
WeyS, properties on works, or interests therein, which 
may be from time to time vested in or owned, controlled 
or occupied by His Majesty, or such pert or parts 
thereof, or rights or interests therein, 9s may be 
designated in any Order in Council, upon such terms ond 
Subject to such regulations and conditions as the 
Governor in Council may from time to time decide; such 
monegement and operation to continue during the pleasure 
of the Governor in Council and to be Subject to termine- 
tion or vaeristion from time to time in whole or in part 
by the Governor in Council," 

THE CHAIRMAN: Theat would seem to refer, though, 
only to lines which come into existence outside of the 
railway; is that PLignt? 

MR O'DONNEIL: I think thot is right, yes, 

THE CHAIRMAN: Nothing to do with buiiding new 
lines. 

MR O'DONNELL: No; and, ss Mr, Gordon Stated, 
restricted to future development lines, 

THE CHAIR'MAN: To give me an understanding of that, 


with regerd to the present position of the Hudson Bay Rail- 
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wey, is that e line which now is under entrustment, or is 
it outside of entrustment under that Section? Perhaps Mr, 
Cooper--- 

MR O'DONNELL: Well, the Situstion there has 
changed, 3s Mr, Cooper said; it has veried from time to 
time, 

-THE CHAIRMAN: What is it now? 

MR O'DONNELL: As I understand it now, the 
Hudson Bay Roilwey is owned by the Government and is 
maneged by the Canadian National Railways for the account 
of the Government, the profit or the loss being the 
Government's, 

THE CHAIRMAN: On what terms? 

MR O'DONNELL: Q. Isn't thet the condition, Mr, 
Cooper? 

A. Yes. It has not been entrusted in the sense that 
entrustment is meant in thet Section. We have been appointed 
o moneger, but the railway has not been entrusted--- 

THE CHAIRMAN: of course, the section is very 
Wide. It says entrustment may be on any such terms--- 

MR O'DONNELL: JI think in the record in this case 
a copy of the Order in Council covering the situation so 
far as the Hudson Bay Railway wes concerned was filed out 
in the west, in Winnipeg or one of those places, and I will 
be glad to look it UD. 

THE CHAIRMAN: The point is, we would like to 
know the scope of thet section which you have read, the 
entrustment Section, and if we have the exact position todoy 
of the Hudson Bay Rollwsy it would illustrate it, 

MR O'DONNELL: I will look up the Order in Council, 
my lord, 

MR FRAWLEY: Yes, 


Q. It might be, Mr. Cooper, that in one menner of 


stl Oe 7 


: — rn 
ere. oe 


2 


ports debe _teonneundine ‘an ae. 


oo) Gd shoal 
, , i ; “= 7 my 
ote coltestrs. ent) (hie sla eoero int By 4 cf 


if 


JY omit mort betecy. eed Oh 2hkee siete) Ghee vbesneta >) 


. ahh Pian en 


+o eee ey “tee ee Bebe rues eed ¥ wl ron Weel moehuh ( 
: : : a 
avook ort t syauf lor fone ite esther ate ya Geagehom” 


; : on ee toe =e i. ae : 
{ eel sae to Pete ae eng , oriemrire von ong Io 


a : | \e 8 aiotenrte vod 


; Ve 4 

ie Cy pita . : ' +Vams + A} Fm eu ; } 
i oS cel BF af $37 3 Fi sriw > a | 

‘J + 7 < : 


[ON eS ty ea bare &. oe reget Gael i OGD, Fae agate il 


. % Sysqood 
ai 
‘ ? he heres a0 Ben ay of sv a3 v 


r : " ‘ e 4 \y J ues —. Pi ° certo ee 
(ae DO FEUER MISRS FO. Gi, Bare t “ey OaaV Tud med as PS msi, o 
= ? i‘. 
: " f aa “cone ey Meer : 
vrs + Zz 4 er \ s é A : VAMAZ J AF yh Chek ' 


toon Jond to aqooa eds wordt 
4 he 


i nse - re Mh “y di 
bod moktiseu tocaen echt station ts bie. wage Des tremearcdas a 
ah 2 Ril se als hated . 4 
gear seus ek bhuow OL vewlt hi ven gsoabuH ads, 30. 
" . : iA’ i] 


2b4O eho qe wok RERw hs -etatunoate Fon) n 


: Cube cy 


a ‘ o 


-18894- Mr. Cooper, er-ex. 


Spesking the Hudson Bay Railwey is presently 
entrusted to the Canadian National? 

Ate ANOS sir. 

Q. In no sense of the word st all? 

A. No. 

Q. Because of the perticular meening that you attach 
to the word "entrust"? 

A. Yes, SiY , that is correct. 

THE CHAIRMAN: That, you See, brings in an inter- 
pretation of the section, 

MR FRAWLEY: of the Statute, that is true -- 
which we can do here, 

Q. Iwas Soing to ask you about the Newfoundland end 
the Temiscouata; you say you had nothing to do with the 
entrustment of the Temiscouata? 

AP ONO 

Q. And you won't have anything to do with the entrust- 
ment of any other road which the Government of Caneda might 
See fit to set upon in the future? 

A. Well, Mr, Doneld Gordon thinks he will, 

Q- He thinks he will? Well, that is what Mr. Gordon 
meant when he made the statement here the other day? 

A. Yes, 

Q. He thinks there will be some resistance, perhaps? 

A. Yes, 

Q. But Parliament of course has given the Governor 
General in Council power to entrust to your railway any rsoil- 
wey it likes? 

A. OV RIA 

Q. It might be the P. G. & E, tomorrow; it might be 
under, as far ag Parliamentary suthority is concerned? 

A. Conceivably, 


THE CHAIRMAN: Well, we heve to be very cereful in 
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considering these things put before uS, because here is 2 
statute. It may in some cases mean on elteration in the 
statute itself, 

MR FRAWLEY: Yes, 

MR O'DONNELL: My lord, I have the Order in 

Council. It wos produced as Exhibit 14, snd it is Order in 
Council P.C. 3340, the e(th day of July, 1948. I do not 
know whether your lordship would like to have me--- 

THE CHAIRMAN: It is Just en Order in Council 

directing the railway to do certain Chines, tec2e9 

MR O'DONNELL: It goes on to say: 

"WHEREAS the Minister of Transport reports: 

"THAT by Order in Council Bale LS Or eorn 
January, 1923, the Hudson Bay Railwsy (hereinefter 
called the 'Railway'), which is included in the 
properties known as the Canadian Government Reilways, 
waS entrusted to the Canadian National Railway Company 
(hereinafter called the 'Compeny') for management and 
operation; 

THAT by Order in Council P.c. 974 of 25th June, 
1926, the menagement and operation of the Railway wes 
terminated and withdraw from the Company, pending 
completion of the works of construction and betterment 
of the Railway; 

THAT the construction of the Roilwaey has been 
substantially completed and the Reilwey has been sand is 
being operated for the Department of Transport by the 
Company under separate appropriations provided snnually 
by Parliament for deficit and capitel purposes; 

THAT in order that the teriffs of the Railway 
end the conditions of operation of the Railway shall 
continue to compere favourably with those of other 


reilweys which sere subject to the provisions of the 
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Railway Act and the Jurisdiction of the Bosra of 
Transport Commissioners, it is considered edvisable 

to re-entrust to the Canadian National Reilway 

Company the operation sand menegement of the Hudson Bay 
Railway, Subject to the conditions that the 

budgeting and the accounts of the Railway shall not 

be included with those of the Company;", 

THE CHAIRMAN; Those were the conditions, 

MR O DONNELL: XGaae Then it goes on: 

"THAT, in the circumstances, the Company will 
have certain equipment which mey be utilized ana 
certain employees who may be employed in the execution 
from time to time of works of addition and betterment, 
maintenance and operation of the Railway;", 

THE CHATRMAN: I have no doubt that Order in 

Council was Passed under the authority of the Statute, 

MR O'DONNELL: [It says: 

"NOW, THEREFORE, His Excellency the Governor 
General in Council, on the recommendstion of the 
Minister of Transport and pursuant to the provisions 
of section LOeef ithe Canadian Railways Act, Revised 
Statutes of Cunada, 1927, chapter 172, is pleased to 
order and doth hereby order , yay” 

THE CHAIRMAN: Now, if the Canadian National Reil- 
ways think that eny of the objects they are pursuing before 
US require en emendment to that Statute, we wold like to 
know, 

MR O'DONNELL: Yes, Tf think--- 

THE CHAIRMAN: You See the point. 

MR O'DONNELL: TI See the point, my lord, and I 


think ell Mr. Gordon was Saying wsas now putting people who 


may be concerned on notice that he does not intend, es far 


8S he has sony wey of avoiding it, to be Saddled with a lot 
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of unremunerative roads, future development lines, on 
terms thot might not be Satisfactory, I think he is just 
trying to keep his lines open so he can object. But how 
far thet would SO without an emendment to the statute aes Fo: 
not know, 

THE CHAIRMAN: The language is pretty definite -- 
no intention to undertake, and so on. Well, if you think it 
is worth while to pursue the matter, I would advise you to 
look into your statute and see as to amendments, 

MR FRAWLEY: Gy Me) Cooper, 9 gentleman appeared 
before the Commission some weeks ago and Sought the re- 
commendation of the Commissioners for the extension of the 
Canadian National from a place called Barraute into the 
Quebec hinterland someplace, and he told me thet if it hed 
been the Canedian Pacific that haa ‘- been st Barraute he 
would not have thought for a moment of asking it to extend 
the line, but this was the Canadian National Railway Compeny, 
this was entreprise publique to him, and thet W428 his qusti = 
fication for asking the Canodian National to build this 
road. Now, whet do you think about that Situation? Do you 
think there is 5 feeling ebroad that the Canadian National 
is there as Servants to the public, to build these pioneer 
roads wheeavae the settlers think they should go? 

A. No, I do not think so. You cannot prevent the odd 
fellow from coming up and making a suggestion of that sort. 

Q. You would be Surprised if thet road were yb eB oa ay | 
Suppose, would you? 

A. I woulg/ 2 well, I perheps should not have ssid 
that. Mr, Fairwesether is the one to answer thet question. 
I would be Surprised myself, 

Q. But it seems to me there is this distinction between 
what can be expected of the Canadian Pacific end what can be 


“xpected fairly of the Cenadian National; that is what dis- 
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turbs me, 

A. Yes, but because a person comes and makes « 
request of that sort, it does not indicate that he expects 
it will be done or thet it will be done or anything of 
that sort, 

Q. Well, Mr, Walker told us that if anybody had 
asked him to take over the Temiscousta he would have just 
Said Nos; but the Canadian National had it entrusted to it? 

ay. That: 45 Piehty 

Q. By the Minister of Transport? 

A. By the Governor in Council, 

Q. By the Governor in Council, yes. So there is a 
distinction there as to the -- what Shall I say? The power 
to resist of the two railways? 

A. There is a distinction, 

Q. Yes. Now, what is troubling me, Mr. Cooper pA a 
you are in that position sang you are liable under that 
Statute to have unremunerative roads entrusted to you like 
that from time to time, and completely entrusted, not as 
in the case of the Hudson Bay, where you are not responsible 
for the deficits, if you have to have these roads; 6r at 
least are exposed to having them entrusted to you, how con 
you expect to be the guide or measure for the Lixing of 
freight rates in Canada? 

MR O'DONNELL: We have not asked that, 

MR FRAWLEY: TI have heard your answer, Mr, 
O'Donnell; I would like to have one from Mr, Cooper, 

THE WITNESS: Tf would have to repeat that. We 
have not as far as I know, and. it is quite outside my scope 
in any event, 

MR FRAWLEY: Q. To be made the yerdstick? 

A. I am not concerned with the matter of the yardstick 
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Q. Theat is true, And 311 of these matters -- let me 
put it to you this Way =~ 811 of these metters with regard 
to the rehabilitation of the Canadian National are perhaps 
only of importance to yourselves end your Owners, and of no 
importance to the freight Shippers of Alberta that I repre- 
Sent, unless rates are to be fixed using the Canadian 
National 3s the guide or measure; that is about right, 

Aen't 1t? 
A. I cannot see Dies 

Q. You cannot see that it matters to us? 

A, No, 

we hat 4s right. Now, let us have agreement on that. 
So I need not concern myself, acting for the freight Shippers 
and the kind of freight rates they have to bey, with ony of 
this New Deal Canadian Nationel that we have heard about; 
thet is a matter between yourselves end your owners, end 
you do not expect that to be reflected in eny way in the 
freight rate Structure; is that so? 

A. That would be my expectation, 

Q. Because I suppose it is not unfair -- or you tell me 
af 46 ig ~. 48 4+ unfair to say that if this new Canadien 
National which will emerge was to be used as the measure or 
Suide for freight rates, it would be pretty hard on the 
Canadian Pocific, wouldn't it? 

A. Well, of course, now you are getting me into this 

erdstick business, and I am not really concerned with it at 
811, and I do not think you should press me on it. 
Q.- I won't, 
MR O'DONNELL: That is for another day, 
MR FRAWLEY: I won't. 
THE CHAIRMAN: Just 2 last word, Mr, O'Donnell, about 
that statute, I Suppose it provides somewhere for the building 


of new lines, does it? 
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MR O'DONNELL: <I am frank to S3y et the moment 
I have not looked et it, but I will De ol ads toe 1. of think 
Section 21, if I remember rightly, is the section, Yes, it 
te oe. Che marginal note; 

"Power to construct and operate railway lines," 
And the section reads: 

rel. With the spproval of the Governor in Council 
and upon eny location Sanctioned by the Minister of 
Railways and Canals the Company may from time to time 
construct ond Operate railway lines, branches and 
extensions, or railway facilities OY properties of any 
description in respect to the construction whereof 
respectively, Perliement may hereafter authorize the 
necessary expenditure, or the Suerentee of on issue of 
the Company's securities," 

THE CHAIRMAN: That would seem to leave the 
initiation to the company. 

MR O'DONNELL: "2, aq copy of eny plan and profile 
made in respect of any completed railway shall be 
deposited with the Board of Roilway Commissioners for 
Cenada," 

Thst is the section under which we have to go to 

Perliament, 

THE CHAIRMAN: You have first to get the approval 
of the Cabinet, 

MR O'DONNELL: That is right, my lord, 

THE CHAIRMAN: Apparently the ides would originate 
with the compeny, 

MR O'DONNELL: Yes, I think the company can initiate 
under that Section, and with the epproval of the Governor in 
Council, upon any location which ig Sanctioned by the Minister, 
the company may proceed from time to construct end operate, 


8nd Parliament has to suthorize the hecessary expenditure, 
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MR FRAWLEY: Q, Now, Mr, Cooper, I have only 
one more kind of question -- Just one or two questions, 
Would you mind looking at page 15 of your 1948 report, 
Exhibit 217? 

ity YOR, 

Q. Now, under the heading of "Operating Revenues" 
there, you show telegraph, commercial telegraph; you show 
an item there==~ 

THE CHAIRMAN: Pardon me. What is your reference 
to? 

MR FRAWLEY: Page 15 of the 1948 Annuel Report. 

Q. And you have taken in as operating revenues, that 
is, operating rail revenues, of course, isn't it, Mr, 
Cooper? 

e.Ub yes, 

Q. Seven million eight; that wes the result of your 
Operation of your commercial telegraph system in 19489 

A. Yes, 

Q. Why do you take that into rail revenues, Mr, 
Cooper? 

A, We consider our telegraph department is another 
department of our roilway system, end from the beginning 
in 1923 we have always looked on the earnings end expenses 
of that department as part of our rail system operations. 

Q. Now, you know the Canedisn Pacific treat it quite 
differently? 

A. I understand so, yes. 

Q. Well, you know that from an examination of their 
Annual Report? 

A. Yes, 

Q. Now, has that matter ever been discussed at all 
between the two rellways, as to whet should be matters such 


as that, taking that item of telegraph, whether thst should 
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be included as rail or non-rail income in the company's 
Operating revenues? 

A. Yes, it has been discussed, 

Q. It has been discussed? 

He “Yess 

Q. Whot was the nature of the discussion? A Specially 
called conference or--- 

A. It was part of the committee that was established 
in 1936 by the Minister of Transport to endeavour to draw 
up e uniform system of eccounts for railways, 

Q. And it did not get to any more than sa discussion, 

I suppose? 
Bs OM wes* 
MR O'DONNELL: It is referred to on page 86 of 
the brief, 
THE WITNESS: We discussed this thing for two or 
three years, 
MR FRAWLEY: Q, Well, was it from the stendpoint of 
one endeavouring to persuade the other, or was it 
Just an exchenge of views and a---- 

A. No, we made 2 serious effort to draw up 2 Canadian 
Classification, We had instructions from the Minister of 
Transport to endeavour to do that. 

Q@. Now, you Speak of a Canadion classification, send 
perhaps I om not Just sufficiently eppreciative of how you 
use that word. They earn so much money from their commercial 
telegraph enterprise, and they put that into non-rail, or, 
as it is called, other income. You put it into rail income. 
Now, getting away from the mere matter of accounting, there 
is a principle there of whether that should be properly re- 
Serded es rail revenue or non-rail revenue, Now, did your 
discussions go to the principle of it, as to whether it 


Should be roil or non-rail revenue? 
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A. They did, 

Q. And no conclusion was reached? 

A. No, no definite conclusion was reached, but I will 
be frank to Say this much, that I said if the Canadien 
Pacific would egree to put their express revenues snd 
expenses in reil line operations I would meet them on com- 
mercial telegraph Operetions, 

Q. You would put your telegraph Operations into non- 
ee 

A. Yes, 

Se ae hi they would put their express revenues into Vary 

A, Yes, 

Q. Well, but, ‘Mr, Cooper, you are aware, aren't you, 
that they are now putting their express revenues into bs BA Ks 
with the exception of what they make on the financial side of 
the business? 

Be VLG not quite agree with that, 

Q. Well, why don't you? You have another interpretation 
of that, have you? 

A. They put in their net revenue. 

Q@. Their net revenues, yes, 

A. A different thing. 

Q. And thet is 3 different thing? 

A. Yes, 

Q. So, in other words, it wes 2 sort of exchange; if 
they would come uniform with you on express you would go 
uniform with them on telegraphs? 

A. We were prepared to go so far in order to arrive at 
Something that was agreeable to both, 

Q. Now, that is very interesting. Is it so indifferent 

eS to whether it Should go into rsil or non-rail as that? 


A. In my Opinion we ere correct on both counts, both 


express and commercial telegraphs, 
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MR O'DONNELL: And that is the opinion of Mr. 
Liddy, so far as he is concerned, 

THE WITNESS: Sir? 

MR O'DONNELL: That is the opinion of Mr, Liddy, 
So far as he is concerned, 


THE WITNESS: TI see, 


MR FRAWLEY: Q. Now, not having been sable to 
accomplish anything there, will you just put on the record 
for the information of the Commissioners why you think 
your commercial telegraph operation should be in rail 
income, where you have it? 

&. I have done thet. 
Q. Well, if you just refer me to that, then we won't 
take too long about it. 

MR O'DONNELL: Page 98, 


(Page 18906 follows) 
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MR. O'DONNELL: Page 98, 

THE WITNESS: Yes . Our position is set out 
at page 98 of our main submission. 

MR. FRAWLEY: Thank you very much, Mr. Cooper. 

THE CHAIRMAN: What page is that? 

THE WITNESS: Page 98, 

MR. FRAWLEY: Q. Where do you have your hotel 
revenues? 

A. They are excluded from rail line revenues and 
expenditures. They are shown in our income accounts. If 
you will look at page 4 of our 1948 Annual Report. 

MR. O'DONNELL: That is Exhibit 217. 
MR. FRAWLEY: Q. That comes into your "Other 
Income"? 

A. Yes. 

Q. Why do you put "Hotels" into "Other Income", 
and not into "Rail"? 

A. We do not consider it is rail revenue. 

Q. That is obvious. But why do you not? 

A. Well, providing board and lodgings for people 
hardly seems to be direct rail transportation, does it. 
Does it? 

Q. You do not think it is integrated with "Rail" 
sufficiently that the revenue should go into "Rail"? 

A. It is integrated into the National Railway System 
and it forms part of our System Income Statement. 

Q. Let us not spend too muah time on it, because 
Alberta thinks it should be in "Non-rail" too. 

What about the Toronto Terminals Railway? Where do 
you put your revenues from the whole operation of the 
Toronto Terminals Railway? Do you put that into "Rail" 


or "Non-rail"? 
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A. Well, I would consider it is all tr" RST 1 pee 
you should make a separation of eur Income account as 
between "Rail" and "Non-Rail", put we have not made ee. 

Q. If you did make it, where would you put it? 

A. I would put Toronto Terminals Railway all in 
"Rail", 

Q. It does not cease to be a railway because 
you have to operate it jointly with another railway? 

A. If you have in mind the interest we receive 
from the Toronto Terminals Railway, that it should be 
Shown as "Non-rail" revenue? 

Q. At the moment I think it is shown as "Non-rail' 
revenue. 

A. I would not agree with that. 

Q. Do you see any distinction, an essential 
distinction between the operation of the Toronto Terminals 
and the operation of any terminal which you operate 
Solely, such as your terminal at Winnipeg, for instance? 

A. Not in the end result, no, 

MR, FRAWLEY: That is all I have. Thank you, 
Mr. Cooper. 


MR. COOPER: Thank you. 


CROSS -EXAMINATION BY MR. SHEPARD 
ee ON OE PAND 


MR. SHEPARD: I have a few questions to ask, 
my lord, 
THE CHAIRMAN: All right. Go on. 
MR. SHEPARD: Q. My questions have to do with 
two points, Mr. Cooper. 
I want to bring to your attention, if I may, what 
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regard to this matter of the Canadian National Railways 
not being used as the yardstick. 

I have listened to what you said already on this 
matter; but inasmuch as Mr. O'Donnell has stated the 
views of the Canadian National that they are not putting 
forward this suggestion as to capital revision with any 
thought in mind of the Canadian National replacing the 
Canadian Pacific as the yardstick for rate-making, I 
thought it would be useful if you would listen to two 
or three reasons to be found at pages 68 and 69 of the 
printed copy of the Manitoba Brief. 

MR. O'DONNELL: I do not think I quite put 
it that way. However, the record will Speak for itself. 
MR. SHEPARD: Q. Starting first at page 67, 
we deal with : "The Place of the C.N.R. in the Making 
of Freight Rates". That 1s the heading. 
Then, over on page 68, we say:- 
"In the past the practice in Canada has 

been to use the results of the C.P.R. as the 

yardstick for determining rate level cases. 

The reasons for omitting the C.N.R. from such 

consideration have been stated at length in 

a number of arguments and decisions over the 

past 30 years. 

The first reason is the fact that the 

capital structure of the C.N.R. based as it 

is upon a reorganization of a number of bank- 

rupt or near bankrupt lines is such that its 

fixed charges are far in excess of those for 

comparable railways on the North American 
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I presume you would agree with that as a reason? 

A. <A reason for what? 

Q. For not using the Canadian National as a yardstick 
for rate-making. 

A. It seems to me that one by one you are trying 
to break down my resistance for not getting into this 


matter of the yardstick. 


(Page 18910 follows) 
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Q. I appreciate that you are being very careful 
to classify yourself only as an accountant, but you are 
tlso a senior executive of the C.N.R., and I would 
assume in that capacity that you might have Opinions on 
something other than strictly bookkeeping. 

A. No, sir, in that I think you are mistaken. 

The Canadian National Railway is a fairly big organizattion. 

Qs Yeas fT appreciate that. 

A. It is true I am a vice-president. My affairs 
are related to my own department and I would not consider 
the matter of rate-making as coming into my jurisdiction 
in any shape or form. 

2. So you would prefer that I would not ask you 
for your agreement or disagreement on any of these matters 
dealing with the yard-stick question 9? 

A. I would prefer that. 

Q. Can you tell me who I should ask? 

A. Perhaps you had better ask the counsel. 

MR SHEPARD: Will there be a witness available? 

MR O'DONNELL: TI haven't any idea. We have 
Mr. Fairweather available. 

MR SHEPARD: f ‘wonder if he Will answer the 
question,or perhaps that is not in his department either. 

MR O'DONNELL: TI don't know. He will be here 
and you will ask him. After all the formal position of 
the Company is set out in its brief and set out in the 
submission of Mr. Gordon, the President, made with the 
approval of the Board of Directors. That is the position 
at this point. 

MR SHEPARD: TI take it from that Mr. Chairman, 
that Mr. O'Donnell Says that the statementis there and it 


ls to be interpreted as we see fit. 
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THE CHAIRMAN: What precise Beabaneit have 
you in mind? 

MR SHEPARD: Only the statement that Mr. 
O'Donnell put on record this morning. 

THE CHAIRMAN: There is nothing in the brief 
or Mr. Gordon's statement as I recollect it. 

MR SHEPARD: No, there is not. 

THE CHAIRMAN: Mr. O'Donnell is speaking for 
the Company. 

MR SHEPARD: Yes,it does seem a bit odd to 
me, with all due respect to the C.N.R.,that questions of 
this kind cannot be discussed. 

THE CHAIRMAN: Thay are not saying--- 

MR O'DONNELL: We don't say--- 

THE CHAIRMAN: We are not Saying they cannot 
be discussed when you have the proper witness. We are told 
Mr. Fairweather is the chap. 

MR ‘SHEPARD: Do I take that as being so, Mr. 
O'Donnell? 

THE CHAIRMAN: You want to ask him why that is 
the attitude of the Company? 

MR SHEPARD: IT wanted to explore that with some 
witness/ whoever would like to discuss it. 

MR O'DONNELL: Mr. Fairweather as has been said, 
is the gentleman who would Speak to a number of matters in 
Mr. Gordon's statement which Mr. Cooper did not cover. 

I think Mr. Fairweather can answer the questions. 

THE CHAIRMAN: I understand the position to 
be this. You have said your Company is not asking to be 
made the yardstick for--- 

MR O'DONNELL: TI have Just said with respect 


to the submission before the Commission, that they are not 
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requesting that we be made the yardstick. 


THE CHAIRMAN: Who is going to answer questions 
about your reason for taking--- | 

MR O'DONNELL: I .think Mr. Fairweather can 
answer this. 

MR SHEPARD: That's fine. 

MR O'DONNELL: One thing at a time. 

MR SHEPARD: I agree. Two at a time gets 
complicated. 

Q. Mr. Cooper, the only other point I want to dis- 
euss with you (and I am not sure I can discuss this one with 
you either) is that at page 15 of Mr Donald Gordon's 
Statement,item (2), reference made to this $300 million 
Sum wiich my friend Mr. Frawley has already discussed with 
you to some extent this afternoon. 

A. Yes. 

Q. Now, I notice that in the second sentence in 
that paragraph 2 it indicates that the monies would be used 
either to retire interest-bearing obligations in the hands 
of the public or for capital additions to the property. 

I presume that one reason why you are making that 
Suggestion is that it would be impossible for the C. .R. 
to go out and acquire equity capital in the open market? 

A. Oh, I think it is quite contrary to Government 
policy that there should be any outside stock control of 
Canadian National Railways 

Q. Yes, under any terms of issue. 

A. I think the statute incorporating the Canadian 
National Railway Company requires that the stock Should be 
Owned by the Government of Canada. 

Q. That is, the statute in its present form. 

Aa Yeu. 
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: Q. But I presume you are familiar, Mr. Cooper, 

weiner 

with the difficulties that railways generally, privately 
owned railways, have had in obtaining equity in recent years. 

A. I understand that is the general situation. 

Q. And that the majority of them, including the 
C.P.R. cannot raise new capital by issuing common stock 
because their stock is selling below par. 

A. I understand that is one of the reasons. 

Q. All I wanted to ask you was this. If the C.P.R, 
Should demonstrate a need similar to the C.N.R. for equity 
capital, would you consider it unreasonable for the 
Government to deal with them in the Same manner that you 
are now suggesting they should deal with you? 

A. That would be a matter for the Government to 
decide. There would be no objection on my part to the 
Government of Canada buying stock in the Canadian Pacific 
Railway. 

Q. But you did mention that there was some 
precedent for this during the 1930's from the public works 
standpoint? 

A. Not in buying stock, no. 

Q. Not in buying Stock, but perhaps we could draw 
some analogy to it that the Government did advance monies 
and paid the railways for public works purposes. 

A. For relief purposes. 

MR O'DONNELL: We asked them to Supply the money 
to give the employment. 

MR SHEPARD: Q. But you would agree that if per- 
haps the C.N.R. was given the concession, it would not be 
unreasonable for the C.P.R. to be given the same type of 
concession. 


A. I would agree with that. 
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= 189146 Mr .Cooper, cr.ex, 


COMMISSIONER ANGUS: Well, are we quite 
prepared for the yardstick railway to be subsidized? 
A. If the Government of Canada want to give money 
to the Canadian Pacific Railway it is none of my business 
fam Sune of that. 


Q. That is all Mr. Cooper. 


THE CHAIRMAN: We will resume tomorrow morning. 


---The Commission adjourned at 4.50 p.m., to meet again at 


10;30 a.m. on Thursday, March 23, 1950. 
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-18915- Mr. Cooper, cr-ex. 


Ottawe, Onterio, 
Thursday, March 23, 1950. 


MORNING SESSION 


sa 8 COOPER, Recalled 


THE CHAIRMAN: All right, Mr. Evans. 

MR O'DONNELL: May it please the Commission: 

Dr. Innis asked the other day if we would prepare 
a tabuletion of the unmotured public debt held by the 
public, showing the date of maturity in each case. We 
have done that, and we will produce it as Exhibit 252, 
It is entitled "Unmatured funded debt hela by the public, 
Showing the date of maturities," the seme as the table 
which wes produced the other day, with that additionel 
column, 

~--EXHIBIT 252; Statement - Unmatured funded 


debt held by public, showing 
date of maturities. 


MR EVANS: Before I begin, I have an exhibit to 
file, in response to a request made by Mr. Covert yester- 
day. It corresponds to the exhibit which he asked the 
Canadian National to file. It will be Exhibit 253, 

THE CHAIRMAN: I beg your perdon? 

MR EVANS: I was about to say, my lord, that Mr. 
Covert asked us yesterday to file with the Commission an 
exhibit corresponding to that filed by the Cenadian 
National at his request, Showing the revenue which would 
have been received had the various increases which we have 
had in freight rates been effective one month after the 
application rather than the dates on which they were in fact 
effective. That will be Exhibit 253, 

-~- EXHIBIT No.253: C.P.R.Company - Estimated 

i es tee accruing had rate 
increases become effective 


One month subsequent to 
date of application. 
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-18916- Mr. Cooper, cr-ex, 


CROSS-EXAMINED BY MR EVANS: 

Q. Now, Mr, Cooper, before I begin my cross- 
examination I want to get on this basis with you, that 
the Canadian Pecific are not teking the position that they 
ere opposed to your getting such relief as you may be able 
to establish is necessary and proper. What we are con- 
cerned with is to see that the nature of the relief and the 
conditions under which it is granted, if it is granted, 
will not place the Canadian Peeliticain Jeopardy. Now, 
with that basic approach, I begin by referring you to Mr. 
Gordon's statement at page 18371. 

COMMISSIONER INNIS: Do you know the page on the 

statement, Mr. Evans? 

MR EVANS:. .The page on the statement I am sfraia 

I have not got. I thoughtit would probably be better to 
have it on the transcript. 

MR CARSON: Page 2. 

MR EVANS: Yes, page 2. 

Q@. About the beginning of the second complete para- 
graph on page 2 these words appear: 
"The importance of the railways in the national 
transportation field cannot be exaggerated. They are 
of prime ‘importance from the viewpoint of national 
development and national éetenue, Anything which 
weakens or affects their ability to operate and main- 
tain their properties efficiently, weakens the country 
generally." 
Now, I assume that you agree entirely with that Statement, 
Mr. Cooper? 

A. Those, of course, are the President's views. ns 
agree with them completely. 

Q. Now then, I think it quite clear from the way in 


which the President put his statement that whet he hed in 
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-18917- Mr. Cooper, cr-ex. 


mind wes thet what was true of the Canadian National in 
that respect was also true of the Canadian Pacific in 
that respect -- that is to Say, thet their importance in 
the national transportation field cannot be exaggerated? 

A. He is Speaking of the railways of Canada, not of 
the Canadian National, so I hsve no doubt he includes 
both railways. 

Q. Well, I would have thought so, yes. Now then, 
just to get this Clear, it is my understanding from that 
Statement that in effect the position of the Canadian 
National is that the importance of the Canadian Facifia in 
the national transportstion field cannot be exaggerated, 
Could we get to that common basis to start with? 

A. Cannot be exaggerated? 

Q. Yes; I am using Mr. Gordon's words, 

Pabed One dy See. 

Q. Cannot be exaggerated? 

fiemvites. 

Q. Now then, as a necessary corollary to that -- or 
I think perhaps I should Soy a necessary sequence to that 
thought -- would you not agree that enything which weakens 
or affects the ability of the Canadian Pacific to operate 
and maintain its railway properties and to serve Canada 
would, to use the words of Mr. Gordon, weaken the country 
Senerally? 

A. I would agree with that. 

Q. Now, as a further step, the position of the 
Canadian Pacific, or for that matter any privately-owned 
railway, would be weakened if it were compelled to provide 
9 service at lower than a reasonable return on its invest- 
ment, whatever that may be, whatever the Board may decide 
that may be? 

A. Do you mind repeating that? 
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~18918- Mr. Cooper, cr-ex, 


Q. That the position of 3 privately-owned reilway 
company, the Canadian Pacific or for that matter any 
privetely-owned railway, would be weakened if it were 
compelled to provide railway service at less than what 
would be a fair return, whatever that may be decided to be? 

A. That egein seems to be getting back into this 
question of rate of return end the yardstick, and--- 

THE CHAIRMAN: You did not Say 2 feir return on 
what. 

MR EVANS: Well, s fair return on its investment, 
whatever the investment may be found to be or whatever the 
return may be found to be. I am only Speaking in gener- 
alities, 

THE WITNESS: TI see, Well, I would agree with 
that, because I know that is the policy generally 
followed inthe United States, and it seems to ‘me to 
be logical, and I would be inclined to agree with your 
Statement, 

Q. Now, as a further step in this preliminary dis- 
cusSion, would it be fair to ask you this, whether you do 
not also agree that it is desirable to maintain the 
Conadian Pactria an @ healthy and sound private enterprise 
competing with the reilway system of the Cansdian National? 

A. In my personsl opinion, yes, definitely, 

Q. Do you differentiate between your personal opinion 
and your officisl opinion as san officer of the Canadian 
National? 

‘A. Not on that question. 

THE CHAIRMAN: Q. That is, you know, do you, that 
What you ere saying expresses the views of the Cansdian 
National Railways? 

A. No, sir, I said that personally and as an 


officer of the company, I would egree with that statement. 
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MR EVANS: Q. But you prefer not to say that 


that is the official position of the Cenadian National? 


A. No, I could not Speak for the top policy of the 


Ciunadian National, 


(Page 18920 follows) 
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THE CHAIRMAN: Mr. O'Donnell, how do you 
intend to inform us with more authority about the views 
of the Canadian National as an institution on the matter 
that Mr. Evans is raSinng? Is Mr. Fairweather authorized 
to do that? 

MR. O'DONNELL: Well, he has certain informa- 
tion. I would simply say this, my lord, that if when 
Mr. Evans is through and when the Commission is through, 
alything is left open that the Commission thinks should 
be more definitely spoken to, I will be glad to get 
express instructions to authorize me to Say what should 
be said in the circumstances. 

MR. EVANS: I am not trying to embarrass my 
friend or the witness. 

THE CHAIRMAN: The point is Mr. Cooper has 
told us repeatedly all through his examination that he 
occupies a special position. 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: And he is only real ly 
qualified to speak from that point of view. He has 
repeatedly referred us, for instance, to Mr. Fairweather. 

MR. O'DONNELL: Yes, on certain things 
outside his sphere of activities. 

THE CHAIRMAN: And this is one of those 
whings, ten't 1t¢,: that is, Speaking for the Company in 
its present - = 

MR. O'DONNELL: I may assume that he is 
Saying there that as to the Company's policy it is not 
he who fixes it, nor is it he who states what LGAs 


unless he is expressly authorized so to do. 
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THE CHAIRMAN: I am not Saying this is not 
the approved statement of the Company's policy. I don't 
know. 

MR. O'DONNELL: I am not either. I am simply 
Saying I will get instructions which will make the position 
very clear. 

THE CHAIRMAN: Because if these things should 
turn out to be really important on the questions before 
us, we may have to take better evidence. 

MR. O'DONNELL: There is no doubt about it, 
and, as I suggested a few moments ago, if when Mr. Evans 
is through and when our evidence is through, there be 
anything left open or anything concerning which the 
Commission would wish more specific information, I would 
be glad to get instructions. 

THE CHAIRMAN: Certainly the attitude of these 
railways towards each other is of the very greatest 
importance in this country when everything is in their 
hands. 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: In the way of railway trans- 
portation. All right. 

MR. O'DONNELL: Mr. Cooper has said that as 
far is he is concerned his view is what 1048; and ar 
anything more formal is required, I will be glad to get 
the position clear. 

MR. EVANS: I am not trying to embarrass you. 

MR. O'DONNELL: I know that. I am not 
embarrassed at all. 

MR. EVANS: I mean, I don't want you to think 


I am trying to embarrass you, but I do think we ought to 
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have expressed on the record the official position of 
the Canadian National on this point. I have no doubt 
about it myself, I would like to say, but that what Mr. 
Cooper has said is the official position. 

Q. As an accounting officer of wide experience, 
Mr. Cooper, would you also agree that a privately owned 
railway company such as the Canadian Pacific must find 
from ‘its own resources and upon its own credit any 
capital monies it may require for improvements or for 
extensions, additions and betterments, and the usual 
capital needs? 

A. You include in resources the revenues of the 
railway of course? 

Q. Well, yes, I am Speaking of it as a railway. 
I am going to say Something to you about - - 

A. My answer is yes. 

Q. Yes. Now then, since that is 80, 1 think 
you would agree with me that unless the Canadian Pacific 
can pay a reasonable dividend, it cannot obtain, except 
through earnings, any of this capital; in other words, 
it cannot go into the markets and get whatever new 
capital may be required? 

A. Are you speaking of equity capital or both 
forms? 

Q. I am speaking of the borrowing of money or 
of the sale of equity securities, whatever they may be. 
The dividend, the ability to pay dividends, has an effect 
on the credit of the company, doesn't it? 

A. Yes. 

Q. And I suppose that you are distinguishing 
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borrowing without a payment of divitiend; but that when 
you came to issue stock, then it would be clear that you 
could not issue the stock Successfully unless there was 
a dividend record that was favourable, and indeed, in 
prospect. 

AsV YES; 1. think your difficulty would be attached 
to the sale of common stock. It would not be attached 
to the sale of bonds or secured obligations. I think 
there is sufficient margin. 

Q. In your case you are Speaking of? 

A. No, sir, I am speaking of your case. 

Q. In my case, yes. I don't put it any higher 
than that. I think we are in agreement on that, that 
at all events a dividend record would provide an added 
cushion of security to an interest-bearing security 
if you are trying to sell it. 

A. That is correct. 


Q. 


u 


Now, in your evidence at page 18653 in referring 
to the reconstructed annual deficit including that of 
the Newfoundland Railways, you said this very short 
passage:- 
"On this basis nothing is available 

for a return on equity capital, nor does 

it give the Railway anything to ‘come and 

Zoom 
Then in referring to Exhibit 246 at page 18658, you 
commented on the fact that on the basis of the recon- 
struction of 1949 results, the surplus shown indicated 
a return of only 3/4 of 1% on the proposed equity 
capital amounting to $1,800 million odd. Now then, I 
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tie yourself to a specific figure, because I think that 
would be unfair to you, but may Ll ask you) this... 1 
assume that you feel that 3/4 of 1% is too low a real 
return to earn on that equity capital? 

Ae ele 

Q. Now, have you any thoughts on the subject as 
to what would be a reasonable rate of return on that 
equity capital? 

A. I am afraid I have not given that any study, 
Mr. Evans. I could not give you information or an 
answer on that question. 

Q. I quite appreciate your position because I 
know it is a very difficult questien, but I am trying 
to get from you a general answer without tying you to 
a figure. Would you think, for example, that the return 
ought to be substantially in excess of 3/4 of 1% which 
your statement shows? 

A. I think it should. I don't think that 
$13 million is an adequate return on business amounting 
to $533 million gross. 

9. Yes. Now, you are there speaking of a 
return to equity eapital. I think perhaps you ought 
to clear up what we are talking about when we talk 
about return. There was a discussion with Dr. Angus 
yesterday as to whether a .surplus retained by the 
Company could be considered part of the return, and I 
am rather inclined to agree with the answer you gave; 
but so as to clear this up, do you agree with me that 
in the ordinary use of the term "return" in relation 
to investment, we include the return to the holders 


of the fixed interest Securities, as well as the holders 
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of the equity Securities and also any surplus? 

A. No, I would not consider part of Surplus that 
portion of earnings which is needed to pay the fixed 
charges. 

Q. No. I am Sorry, perhaps it is my fault, but 
I am trying to define with you what is meant by the 
ordinary use of the term "return", fT Suppose that you 
must agree, because I think this is common usage, that 
when you Speak of return in the Ordinary general sense, 
you speak of return including a return to the fixed interest 
ae holders, a return to the equity security holders 
in the form of a dividend, and such retained earnings as 
may come under the category of Surplus? 

AW NO, I” think! we ane a little apart, Mr. Evans. 
My use of the word Surplus, to begin with, is what is 
left after you have met your obligations, and that a return 
would be that amount of surplus expressed as a percentage of 
equity capital. 

Q. Yes, well, that is perhaps a narrower use of 
the word "return" in the Sense that you are speaking of a 
return to the equity shareholder or the equity Security 
holder. What I am trying to clear up for the record ig 
that when we Speak of return in the larger sense in which 
it dealt with in the public utility field, we also include 
as part of the return the three things I have mentioned: 
the obligation to pay fixed interest, the obligation to pay 
a dividend, and the necessity for a Surplus. Then you 
Speak of a return in the larger sense, not merely fin the 
sense of a return +0: the Shareholders. Are we soret of 
cleared up on that? 

A. I understand what you mean when you Speaks of 
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A. But: I am Saying that that is not what my 
mind conceives Ordinarily as the meaning of the word 
"return", You and I look at this a little differently -- 
maybe my point of view is a little narrower than yours, 
and from the broader point of view and provided it is 
explained, I think I would go along with you. 

Q. Yes. Well, I am not trying to ask you to 
accept my view. T was merely trying to clear up language, 
because when T asked you the question I think I should 
have made the distinction clearer before [I asked you rather 
than afterwards; so that when I was talking to you about 
Exhibit 246 and you haa sald to me that 3/4 of 1% was in 
your view a lower return on the equity capital than should 
have been the case, I then asked you what you thought should 
be a fair return on that equity capital and I did not want to 
have any confusion between us as to the terminology we 
were using. That was all I had in mind. Now then, -.I 
think you did Say to me that you had not given it Study and 
I had said to you that I hoped that you=-without being 
explicit as to a rate, I asked you whether you would say 
that the 3/4 of 1% indicated by Exhibit 246 by a reconstruc- 
tion of 1949, would or Should be greatly exceeded. 

A. I will go as far as to say it should be at least 
twice as much. 

Q. Yes? 

A. And I think it should go even higher than that. 

Q. Yes? 

A. But as to how far it should &0, I have not made 
the study which I Should make if I were to answer your 
question more thoroughly than that. 


Q. Well, I am quite content to have you answer it 
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in the most general terms because I quite appreciate that 
you could not be more explicit. Well, the point I want 
to make is that I think you will agree with me this far, 
that when a company, any railway company or any utility, 
is permitted to earn a rate of return on its investment 
or its rate base, however it may be established, that that 
way of looking at it is a permissible earning power and 
is not in any sense intended to guarantee that that earning 
power will in all circumstances be reached. 

A. I agree with that. 

Q. Yes, so that when I ask you this kind of question 
I am not trying to tie you to Something as a guaranteed 
return, if you get my thinking. I am merely indicating 
to get from you, as nearly as may be in general terms, 
what you think a property of the kind which your Canadian 
National property is, should be allowed as permissible 
earning power haveng regard to, say, traffic conditions 


that may be obtaining in the future. 


(Page 18927 follows) 
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A, I would prefer to give that question some thought 
before I express my -- you, as I take it, wish me to use 
a figure, a percentage - 

Q. No, I just wanted to get something a little apre 
in general terms of the nature of the return that might 
be expected in your mind to be a fair permissible return 
for the equity capital in the Canadian National. TI do 
not expect set to take 2%, 4% or 42%. By ana large what 
I would like /to consider is whether you could say very 
Substantially in excess of this three-quarters of one 
per cent which Exhibit 246 indicates. 

A. Without Studying it I think that an offhand 
Opinion would not be particularly useful to the sommiss- 
john or to you, You want an informed opinion, 

Q. I quite do, yes, there is no doubt about that, 

A. And a guess or even an intelligent guess is not 
going to be of any particular value. I am prepared to 
Say that, in my opinion, a rate of return of three-quar- 
ters of one per cent on our equity capital is very inad- 
equate, 

Q. Then, just in order to clear the Olm 4 Liteic 
further on terminology and so on, I understand this to 
have been a part of your answer to Mr, Covert yesterday, 
that in arriving at the dollar return which a property 
Should be permitted to earn that dollar return is a 
product of the base, whatever that may be found to be, 
and the rate that is applied to the base? 

A, Yes, 

Q. Now then, in the special circumstances in which the 
Canadian National finds itself, I suggest that one could 
give effect to those special circumstances either in the 
base, the rate base, whatever you may decide it shall be, 


or in the rate of return to be used as the other factor 
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in that computation? 

A. My preference would be that the base should be 
edjusted rather than the return, 

THE CHAIRMAN: Have we a proper understanding 
of this word, "return", 

MR. EVANS: I would be happy to do anything to 
pLear it. up. 

THE CHAIRMAN: Are we sure that you and Mr. 
Cooper have exactly the same definition in mind? I under- 
Stood Mr. Cooper a while ago to say - perhaps Junder- 
Stood him wrongly - that the return iswhat is left after 
the Company has met its Obligations. He used the word 
"obligations". Is that right? 

THE WITNESS; We were speaking at the time, sir, 
of surplus, 

THE CHAIRMAN; Q. The word "return" was being 
used, 

A. Yes, sir, and then I said that the return which I 
Speak of here is the amount of surplus expressed as 4 
percentage of equity capital. 

Q. That is it - after what? 

Bek think. Mr. Evans, when he is Speaking of a rate of 
return, is referring to what is termed net railway 
eee income expressed as a percentage of the de- 
preciated investment in railway property. 

MR. EVANS: I put to the witness just that. 

THE CHAIRMAN: We would like to make sure when 
you use the word'"return" you mean the same thing. 

MR.EVANS: I can put this quite clearly. I 
asked the witness to say what the common usage of that term 
was and he and I were not speaking quite of the same 
thing but then we come to his terminology and we deal 


then with his use of the figure of three-quarters of 
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one per cent of a return on equity capital, and whether 
you use return to equity security holders or whether you 
use return in the larger sense of a return on the whole 
investment, to include these other things, it is clear 
that in either case the return in dollars is a product 
of the base and the rate of return. So that what I was 
Suggesting then to Mr, Cooper was that taking his narrower 
interpretation of a return, that is, in the sense that 
it is a return to equity security holders, that you could 
either give effect to the Canadian National Special con- 
ditions by adjusting the base or by adjusting the return, 
and Mr. Cooper expressed a preference for readjusting the 
base, 

THE CHAIRMAN: For what? 

MR, EVANS; Readjusting the base or adjusting 
the base on which the return Should be expected. 

Q. We are both talking in that sense, Mr, Cooper, of 
the base of equity capital? 

A. Yes, 

Q. I think we are cleared up on that. 

A. But we are not yet in agreement as to what we 
mean when we speak of rate of return because rate of 
return, when you are speaking of the establishment of 
freight rates, as I understand the phrase, is net railway 
operating income, not Surplus, net railway operating in- 
come expressed aS a percentage of the depreciated invest- 
ment, 

Q. Yes, Well, perhaps I might explain it a little 
more clearly to your lordship. It really is not a diffi-_ 
culty. Jt do not think there is anything substantially 
between us but perhaps we ought to clear up the terminol- 
Ogy. Let me put it this way. In the larger sense in 
which I think use is made of the word"return" in public 
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utility practice one speaks of it as the total net 
operating revenue which is available for servicing the 
Capital securities and for Surplus, Illustrating it this 
way, we of the Canadian Pacific have what we say is a 
depreciated investment base of Something over a billion 
dollars, If the return were to be calculated on that base 
at 63% it would mean that we would have permissible earning 
power, after operating expenses and taxes, of $65 million, 
Out of that $65million, we would have to pay fixed 
charges, dividends and Surplus. So that that is the 
broader sense of the return. 

In discussing it with the witness he has preferred 
to - and I am not quarreling with him -- ~ narrow it down 
to considering the thing straight from the return to the 
equity shareholders, It is only a part of the larger 
return; 

THE CHAIRMAN; I wanted to be sure you were 
Speaking of the same thing. Now, Mr. Cooper, you see 
what Mr. Evans means when he talks of return and you will 
bear that in mind, 

MR. EVANS: I am coming to his language, to his 
use, 

THE CHAIRMAN: You are coming to his language. 

MR. EVANS: I want to come to his because I want 
to make it clear that we are talking about the same thing. 

THE CHAIRMAN: Q. Then what do you mean by return? 

A. Mr, Fvans, in coming to me, is coming over to 
Standard railway terminology. I am reading from a pam- 
phlet issued by the Association of American Railroads 
giving the results of the class one railways for the year 
1949. At the foot of the page they have this note; 

"Rate of return is computed on the property in- 


vestment of the carriers,including investment 
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"in road and equipment, material and supplies 
and cash, and after deducting accrued de- 
preciation accumulated on the books of the 
carriers as of January 1, 1949," 

That is what I am thinking of when I Speak of rate of 
return as applied or used for ratemaking purposes, 

Q. And your calculations have been mde with these 
factors? 

A. No, sir, This Exhibit 246 Simply shows that the 
Surplus, which is a very different thing from net railway 
operating income, is equal to a return of three-quarters 
of one per cent on the equity capital. You see it is a 
return on the capital, 

Q. Yes, I see, 

A. Whereas the rate of return used for ratemaking 
purposes is a rate in relation to the investment in 
property, 

MR. EVANS: I thiny, we have got that cleared up 
to the satisfaction of both of us. I hope that the 
Commission is clear on att. 

THE CHAIRMAN: When you talk of percentages and 
figures we want to make Sure you are applying them in the 
Same way. What may be sufficient in one case might not be 
sufficient in the other, 

MR. EVANS: I am sorry : that I did not hear that, 
Mr. Carson was speaking to me, 

THE CHAIRMAN: I am just Saying that having 
regard to rate of return as Mr. Cooper has just dealt with 
it from what he has read, and rate of return as he himself 
Spoke of it previously, and what you have in mind, there 
may be a variety of needs, that is to say, the same figure 
that is used might be sufficient in one case and insuffic- 


ient in the other, 
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MR. EVANS: I quite agree, 

THE CHAIRMAN: So we would like, when the evidence 
is all in, to be able to make sure just what you are 
referring these figures to, 

MR. EVANS: May I put it this way, that the 
Canadian Pacific -- 

THE CHAIRMAN: You asked Mr, Cooper whether he 
thinks a certain percentage is a sufficient rate of return, 
MR. EVANS: I said on the equity capital, 

THE CHAIRMAN: Perhaps you did, 

MR. EVANS: I think the record is reasonably clear 
on that, but perhaps I Should say that when the Canadian 
Pacific asserts here, or to the Board, that it should have 
a fair return on its depreciated investment base it is 
Speaking of the return in the Sense in which Mr. Cooper 
read from the Association of American Railroads bulletin. 

I think we can proceed on the assumption that unless we 
Say otherwise I am going to treat of return in the sense 
of return on equity capital, so there will be no confusion 
between the witness, myself and the Commission. 

Q. Now then, where we left off was that you had 
expressed a preference for a method by which the special 
considerations attached to the Canadian National should be 
recognized by a reduction in the base of equity capital 
on which the return is to be calculated? 

A. ASsuming the rate of return theory is to be made 
effective, yes. 

Q. But whether it is made effective or not, to measure 
the permissible earning power is what I have in mina -- 

A. I do not see any point in adjusting the base if it 
were not going to be used. That was my point there. 

Q. Perhaps it is my fault, I thought you said you 


would prefer to adjust the base rather than the rate? 
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A. On the assumption that this is going to be used. 

Q. And what you have in your mind I think I can 
see, that in adjusting the base you might have to write 
down your equity capital in your books? 

A. No, I do not think So, 

Q. Oh, you do not? 

A. I think for the purpose of computimg this base a 
Study would have to be made. If I could express my views 
rather than answer your question -- 

Q. I would be glad to have them. 

A, It seems to me if you are going to move over to 
the rate of return theory that first you would have to 
establish., let us Say for the Canadian Pacific, by some 
examination of the figures which it has produced what can 
be agreed upOn as an allowable base, and the same sort of 

analysis would have to be made of Canadian National. 

Q. Quite, 

A. In that process it is obvious to me that a sub- 
Stantial amount of the investment as recorded in the ledgers 
would have to be set aside as not entitled to rank in the 
base for rate of return purposes, 

Q. Yes, Having got to that point then whet was left 
in the base could be treated as a commercial company would 
treat it, and the rate of return would be the commercial 
rate of return? 

A. It would be on a comprable basis with your Canadian 
Pacific Railway, 

Q. Exactly; I do not think there is anything between 
us on that. 

A. Fine. 

Q. Now then, since we have got to the point where it is 
in a measure agreed that the Canadian National Should earn 


@ return on the equity capital, in what way do you suggest 
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the proposal as put forward by the Canadian National would 
Provide for that return? 

A. I do not think it is implicit in that proposal 
that there is in contemplation the determination of a 
rate of return on the equity capital, 

Q. But even though there is nothing about computation 
of a rate of return in what way would the holder of the 
equity capital securities of the Canadian National receive 
Such return as might be permissible and might be earned? 

A. I must confess that the mind of an accountant does 
not run along the same way as the line of counsel's 

you are asking me 
thinking. It seems to me/for certain things which woulda 
have to be developed under certain conditions. If the 
Canadian National is to be used as a yardstick -- 

THE CHAIRMAN: Q. Would you please speak a little 
louder? 

A. If the Canadian National is to be used as a yards 
Stick, and if the rate of return is to be computed as a 
return on equity capital or it is to be computed as a 
percentage of net railway operating income to depreciated 
investment, a study of that sort will have to be made, but 
until those things have been decided I am Saying we have 
not given our thinking to it, and if you press me on these 
things all I can Say is that I have not studied it, and 
I do not think I can go beyond saying what the principle is 
without expressing what that principle result in 
aS a percentage figure one way or the other, 

MR. EVANS: Q. I want to be quite fair to you about 
this, It did strike me a little that the provision was 
rather explicit as to what would be done with surplus, 
and it does seem to me that once you are as explicit as was 
Mr. Gordon's statement that there has been, perhaps unin- 


tentionally, a closing of the door to a means by which the 
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holders of equity capital can receive a return; and I am 
just wondering whether your thinking would lead you to 
Suggest how that might be accomplished? 
A. You see you are taking me back to this question of 

the use of surplus Carnings, including the establishment 
of this rate Stabilization fund, and I have told all counsel 
who preceded you that this is a4 matter for my friend, Mr. 
Fairweather -- 

THE CHAIRMAN: Please Speak louder. You hold your 
head down and it is difficult for us to hear. 

THE WITNESS: I am Sorry. I have been trying to 
Say so far that this question of the rate stabilization 
fund, into which Mr, Evans is now leading me, is a matter 


which is going to be dealt with by Mr. Fairweather, 


(Page18937 follows) 
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MR EVANS :Q.1 just went to get this quite clesr. 

I appreciated your reluctance yesterday ~- snd I do not 
Say that in eny invidious sense -- to discuss the rate 
Stabilization fund 8S such, but there are some aspects of 
that fund in relation to the Subject sbout which TI am now 
, Speaking which ere, I am going to Suggest to you in due 
course, ‘matters of éccounting. Now, if I om not in the 
proper field when I come to that--= 

A. Oh, yes, if you are going to talk accounting, 
Shoot right st me; it is quite sll right. 

Q. But on this Subject of return, the question we 
were engaged in considering was how, in view of the rather 
explicit statement -- end I am not asking you to Say eny- 
thing about the Stabilization fund 8S such at this moment 
-~- how in the rather explicit suggestion for the treatment 
of surpluses is it Proposed to provide se means by which 
the equity Security holders can receive a return? 

A. Where is the explicitness in this Statement? 

Q. Well, we can turn to the provision sbout the use 
of surplus. The use of the words "such surplus Serres | so 
perheps I should read the paragraph; this is on page 16 of 
Mr. Gordon's Statement: 

"Prudent iptine ss management and judgment heave 
always approved the establishment of reserves in years 
of financial prosperity for use in the leaner years. 

On the assumption that our proposels sre implemented, 
20 18 HOt unreasonable, as I have indicated, to snti- 
Cipate that C nedian National will in some years have 
Surplus earnings. The tesk of Msnagement would be 
Sreatly eased in my Opinion, also, .concurred in by the 
Board of Directors, if there were 8 recommendation from 
your Commission that the Board of Canadian Nstionsl 


use such surplus earnings .. ." 
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And then you go on to Say what the fund shell be. Now--- 

A. But pardon me, Mr, Evans; I think you might have 
continued, 

Q.. Oh, Io wills I will be glad to if you went me to. 

A. The first purpose is to provide sufficient funds 
to cover expenditures for non-revenue producing improve- 
ments and betterments. I would Say thet would be the 
primary -- that is, it would have priority. The require- 
ments to meet non-revenue producing improvements and 
betterments would have priority over eny smount which might 
be transferred to 3 rate Stabilization fund, 

Q. I am quite happy to have you draw attention to 
that, because I want to have it cleared up. 

A. So before you come to what can be transferred to 
rate stabilization fund, the inference Chere ,, atvuany, pate =< 
and I think it is more than an inference -- is that 
Surplus earnings would be used first to provide funds to 
cover non-revenue improvements and betterments. 

THE CHAIRMAN: Not only that, but to provide 
sufficient funds to cover -- that is, you have to use it 
in, the first. place--- 

MR EVANS: Yes, I am not in any disagreement. 

THE CHAIRMAN: Mr. Gordon apperently starts out 
with the word "reserve", you see. Well, I suppose the 
reserve is something that is left over efter you have met 
ell your obligations. 

MR EVANS: Yes. 

THE CHAIRMAN: Then he says, "Now, we will use 
that reserve," and then later on he calls it a surplus, but 
it is the same thing no doubt, "for two purposes." The 
first is to provide sufficient funds -- thet is, if it fa 
big enough, I suppose -- to cover expenditures for non- 


revenue producing improvements and betterments, 
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MR EVANS: Yes. | 
COMMISSIONER INNIS: Q. * What is 8 non-revenue 
improvement and betterment? 

A. The charging to investment account of the chenge 
in the price level. 

Q. I beg pardon? 

Aw The charging to investment account of the change 
in price level. We were Speaking yesterday -- you 
were not here, Mr, Commissioner -- [I gave an example of 
the difference in accounting for a water tank, the differ- 
ence in accounting in the one case being our present method 
of write in and write out and the alternative method of 
using the replacement basis, and I explained that under the 
write in and write out method the cost to replace in kind 
at today's prices over the cost of originsl installation 
for an identical unit of property is charged to investment 
account, whereas under replacement accounting it is 
charged to operating expenses, 

Q. Yes, I can understand that. 

A. I wes going on, if I may, sir, to say that in the 
illustration I gave there was on item of $6,000 added to 
investment sccount representing the change in the price 
level between original installation end the time of re- 
placement. Now, I do not see that that produces any 
edditional revenue to the railway et all. Then of course 
from time to time we sre required by the Board of Transport 
Commissioners to Separate grade crossings and things of that 
Sort. 

Q. Wheat do you do with falling prices? 

A. It hes not been my experience, sir, to live in 
thet period of time. 

MR O'DONNELL: Theat has been the trouble, 


COMIMISSIONER INNIS: Q. There was a depression, I 
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seem to remember. 

bs mS ey 

Q. There was a depression, 

A. Yes, that is true. Well, under the write in sand 
write out theory, if the depression lasted sufficiently 
long, you would have 3 writing down of investment account 
when units of property ere replaced et a lower price then 
you paid for them Originally. 

Q. Balance one against the other? 

A. I don't know, Sir, because over the years we know 
that the trend generally is upwards; the price level of 
today compared with whet it was in 1900, or 1850--- 

Q. It depends where you pick the year. 

A. If we could find the cost of original installation 
of ties, for example, we would find that they were put in 
-- and they ere in our property account today maybe at 
40¢ -- it could be less than that -- whereas today a tie 
is costing us $1.70. 

Q. I see what you mean by this. 

MR EVANS: May I proceed? 

@. I think perheps we sre et cross purposes, and I 
want to try to straighten this up. When we are talking 
about the surplus esrnings that Mr. Gordon was talking 
about, my understanding is that the Surplus which was to be 
used to provide for these purposes wes Surplus after pay- 
ment of fixed interest charges? 

A. Yes. 

Q. So that all the money remaining out of current 
net after payment of fixed charges in 9 given year would 
be put to these purposes for which Mr. Gordon ssid Surplus 
earnings were intended to be put? 


A. You infer that he said that all the surplus would 
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Q. Yes, 

A. Well, we will 80 on that assumption, then, 

Q. Now, in view of the fact that that has been 
expressly Proposed, I was merely asking you how it wes 
Open under the Proposal as made that the equity capital 
Should receive 9 return. We have Spoken of return as 
including the Surplus, but I am Saying as a pay out, as 
it were, or Something to be received by the equity 
Security holders? 

A. Well, my enswer to that would be that whatever 
emount Iti was, if it went into elther (a) (b) or (a) plus (bd) 
thet constitutes 8 return on equity capital, 

Q. Well, I think in the definition of the term that 
we have sgreed on thet would be true, but when you spesk 
of a return on equity capital, one assumes in commercial 
enterprises that the total return to equity capital may be 
X, but the pay out to equity capital holders, Security 
holders, may be one half of x or two thirds of X, leaving 
the surplus in the compeny's hands for reinvestment? 

A. Now you have g0t an additional and a different 
conception of 3 rate of return, 

Q. I do not think SO. You tell me where I am wrong? 

A. I think now you ere trying to relate 93 return on 
equity capitel to the amount of dividends which ere actually 
paid by the corporation--- 

); No; 

A. No? 

Q. No; whet I ssid wes thet the return to equity 
capital -- end I think I am right, end I hope you will put 
me right if I am not -- the return to equity capital would 
include not only the retained earnings but the psid out 
earnings? 


A. Oh, I agree with that. 
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Q. So that if you in effect, os I Suggest you 
have done, provided for no bay out but s retention of ell 
these Surplus €ernings, you have not provided for 3 return 
in the sense that I am Speaking about, as pay out to equity 
Security holders? 

Re That W's’ xo. 

MR O'DONNELL: That is based on your interprets- 
tion of the meaning of the paragraph that you are Speaking 
of. You put the assumption to Mr, Cooper, and he said he 
would go along with you for the purpose of discussing the 
matter and on the basis that it wWaS an assumption, 

THE CHAIRMAN: Well, Mr. Gordon Starts out by 
telling us what he really means. He means whet in the 
case of another company would be 3 reserve, 

MR O'DONNELL: That is what it amounts to. In 
So far ag the(e) provision is concerned, I am sure our 
friends do the very same thing. It ig merely plowing back 
into the company certain moneys that they may heve available 
from the earnings, 

THE CHAIRMAN: Well, Mr. Gordon S8ys sound prac- 
DiC ane fp Suppose he means in the case of other corporations 
Soe, bo keep a2 reserve in good years to be expended in 
leaner years; that is whet he Said. Now, that, I Chink, 16 


whst he mesns when he talks further on of 3 Surplus. He 


means Something as to which otherwise he would not be able to 
Say, "We have met all our obligations, and we have SO much 
ee 

MR EVANS: Yes. 

THE CHAIRMAN: "Now, what Shall we do with ite" 
Now, he Says in the case of an ordinary company they would 
make it 9 reserve to be used in lesner years, and he soys, 
"We can do thet in part. We will use it to cover expendi - 


tures for non-revenue producing improvements snd betterments" 
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-- thet is the first thing -- he uses the word . , 
Bsa by ek 39s ae ne t would assume that if there is eny - 
thing left, then he would 0 on to (b) end use what is left 
to establish what he calls a rate Stabilization fund, 

MR EVANS: Yes. 

THE CHAIRMAN: Then that would be used in leaner 
yeers, you see, according to his idea, to make up for 
deficiencies in earnings, 

MR EVANS: Yes, 

THE CHAIRMAN: I think that is his whole case, 

Am I right, Mr, O'Donnell? 

MR O'DONNELL: ‘Thost is my understanding, my lord; 
end I do not think it is intended that there should be an 
unreasonably large gum in the rate stabilization sp Ua a alice be 5 
that is what is troubling my friend, 

COMMISSIONER ANGUS: Q. Might I ask this question: 
At the top of pege 16 it says: 

"These measures, if put into effect, should enable 
Canadien Netionel, on the overage, to meet its fixed 
charges By, 
That is, on the overage, no surplus, as I read it. Then 
lower down it Says: 
er wee en's anticipate that Canadian National will in 
some years have surplus earnings." 
Reading those two together, is it fair to Say thet on the 
eversge you are contemplating surplus earnings equal to zero? 
A. Equal to what, sir? 
Q. Zero, 
A. On the basis of 1949 we would have Surplus earnings 
of $13 million. Advance it one year to 1950; in 1950, which 
18 you might sey the closest we can get to present-day con- 


ditions, we hsve furnished to the Government our operating 


budget for the yeer 1950. It shows a deficit for the year 
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of $44 million, Against that shoulg be applied the amount 
of additional revenue which we expect to receive as the 
result of the recent order of the Board of Transport Com- 
missioners increasing the 8 per cent to 16 per cent, That 
figure is sround $11 million, so that our best forecast ag 
of today is for 8 deficit of $33 million. If the proposals 
advanced by the President were epproved end made effective 
es of Jenuary 1, 1950, we would finish up with 8 surplus of 
$2 million, end that is without ény regard for any 
additional Weges which may be Sranted as the result of nego- 
tiations which 38reé now in progress, and it is on the basis 
that traffic volume will continue es it was forecast at 


the date the estimate was made, 


I callea tenet yesterday to the fact that the 
$13 million would disappear if we had @ reduction in 
treffic volume of 24 per cent, and that at the present time 
Be Weoe G 2a, January and February -- our traffic volume is 
down 8 per cent as compared with 8 year Ago. 
So, taking that as the closest estimation that we 
Can make of the Situation as it is in 1950, as adjusted by 
these Proposals, we just Bbout break even. 
Q. Well, does that amount to Saying thet I am right 
in putting the interpretation which I in reading this and 
hearing from Mr. Gordon put on it, that whet is contemplated 
is a Surplus in some years, but on the average breaking even? 
A. I think that is @ fair interpretation. 
THE CHAIRMAN: ‘That is whet he Says. 
COMMISSIONER ANGUS: Yes, that is what he says, 
THE WITNESS: From the Submission as 3 whole, yes, 
COMMISSIONER ANGUS: Q. And therefore there is on 
the average no return in the sense in which you sre using the 
word to the equity capital? 


A. Not under conditions as they exist today, 
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MR EVANS: Q. Just SO we will not be at cross 
purposes, may I put it this way to you, that the proposal 
in so far as it proposes the use of Surplus earnings 
provides no return in the Sense of 3 pay out to equity 
security holders? 

A. I would agree with that. 

Q. And, whatever the surplus may be, there is 
nothing to indicate that et any stage, no matter how large 
the surplus, there would be any pay out to equity security 
holders? 

A. It may not Say thet, but I think it is quite 
reasonable, that if the Surplus earnings were go good, 
after providing for capital and some transfer to a reserve, 
that there was still 9 Sizeable amount of money left, it 
would be turned back to the Government. 

Q. Now, I want to come back to that, but before I do 
come back to it I just want to ask you to consider with me 
8 matter that you discussed with Mr. Covert. I think you 
Said -- and I am not trying to emberresss you in this 
ducscion st oli, -- you gave it as your personal view -- 
this was at page 18689 -- that you hed elways thought of 
these adjustments in terms of income bonds, certainly so 
far as it was related to the repatriated securities. You 
remember that statement? 

Ae ‘DI soid: thet. yes. 

Q. Now, please believe thet I am not trying to get 
you to disagree with your President, because that is the 
last thing in my mind, but I am merely putting this to you 
6S a suggestion: Certainly the income bond idea, whstever 
may be the official position with regsrd to it, would pro- 
vide some pay out to what would be the equivalent of equity 
Securities of the Canedian National? 
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Q. In other words, an income bond is 3 means by 
which the holder of the security is entitled to participate 
only in earnings when they are made and to the extent made? 
A. As defined in the contract, | 
oe) Len Well, there may be differences between 
them, but generally Speaking we speak of income bonds as 
contingent interest bonds, in the sense that no interest 
is payable unless it is earned? 
fe ahee 4's correct, 
Q. So that had the matter of income bonds appeared 
in’ the Proposal, there would heve been some provision for 
Pay Out to the holders of securities which sre convertible 
on Gis recapitalizetion? 
A. I think sq, 
MR O' DONNELL: The Government are the Sole owners, 
MR EVANS: Quite. There is no trep in this at ae 
Q. Iam just Suggesting, as I put it to you before, 
that on the face of the Proposal made by Mr, Gordon there 
is no provision for pay out to equity holders, but under 
the--- 
A. No, but on the other hand there is no ber against a 
Roy Out. 
THE CHAIRMAN: Q. There is no what? 
A. There is no bar or prohibition against 2 pay out. 
THE CHAIRMAN: Well, when you talk of equity 
holders -- igs that what you saia? 
MR EVANS: Yes, 
THE CHAIRMAN: Do you mean anybody else than the 
Government of Canada? 
MR EVANS: No, sir. I am just talking in fenersl 
terms, Everybody agrees that the Government owns the equity 
Securities, and Mr. Cooper says he thinks they should own all 


of them, and I have no disagreement with that at pe 
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COMMISSIONER INNIS; I would like to ask a ques- 

tion in that connection, 
much 

Q. How/do you think the Government should expect 
in returns on its capital which is being loaned to the 
Canadian National R_ilways? TI was wondering whether you 
hed thet in your mind when you referred to your dissatis- 
faction with three-quarters of one perccent. 

A. I went so far 8S to egree with Mr. Evans, that 
it should be st least twice ag much, on the traffic levels 
of today, but I heve not formulated in my mind a definite 
figure such as Say 3 per cent or anything of that sort, 

Q. Well, it really would not be your problem to say; 
LU Le phe problem of the Government as to how much they 
Should sllow you and what interest rates they should 
expect, 

aa PNG, bNGese 

Q. Now, it is not fair to ask you to put yourself in 
the position of the Government, but I wondered whether you 
hed that in mind when you were--- 

A. I do not think the determination of the rate of 
pay out or rate of return on equity capital is to be 
decided so much by the owner of the equity capital es it 
Will be decided by the rates fixed by the Board of Transport 
Commissioners, 

COMMISSIONER INNIS: But, after eid)" the taxpayer 
has some interest in this problem, surely, 

MR O'DONNELL: The Situation, if a may just inter- 
rupt there, with respect to these durplasas/inovided for in 
the Capital Revision Act, section 12, As Mr. Cooper said 3 
moment ego, there is no bar against paying out. If there is 
enything left, then it can be turned over. Section 10 of 
the Capital Revision Act reads: 


i ter" Whenever the accounts of the National Railway 
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System as certified by the auditors appointed by 
Parliament Show surplus earnings after the peyment 
of: ali charges including interest on securities held 
by the public, the directors of the Canadian Netional 
Railway Compeny may cause to be paid over to the 
Minister for the Consolidated Revenue Fund ell or any 
part of any such Surplus earnings." 
There is no bar to paying those over. All Mr, 
Gordon's Propossl is Seying here is, it might Aétp. 7) the 
Commission were to recommend that some portion of those 
Surplus Carnings, if snq when there sre any, be retained 
for the purpose of plowing them back into the property just 
the way the other roads do, or even be held as a reserve, 
2 certain emount, and my understanding sf it would be 
thet it is not to be ony Colossal sum for the purpose of 
this rate Stabilization fund, but permitting them to hold 
it. Under the Statute I would think they ore entitled to 
do that at the present time; under the statute there is 
Provision for the peying out, and all the Government can 
expect to get is what is left in any case, What is left 
depends upon the rate as fixed by the Board of Transport 
Commissioners, Heretofore the rate has been fixed upon the 
basis of the Cee ati s requirements, and on thot basis we 
Set what they get as to rates. If we have anything left 
the Government is entitled to have it; the directors may 
Pay it over; there is no ber to 2¢- 
COMMISSIONER INNIS: I am afraid we are arguing at 
Cross purposes, 
MR O'DONNELL: I understand -- I was not answering 
vou, Dr, Innis, at the time -- YOu asked what might be a 
reasonable expectation. 
COMMISSIONER INNIS: Yes. TI am, for example, 
putting it in the way in which Mr. Frawley might put it, 
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88 3 representative of the consumer: What would be the 
rate at which the Government Should ellow the Canadian 
National to have capital? Is it now 3 per cent in your 
mind, or 2s per cent, when you Sey double three-quarters 


of one per cent? 


(Page 18950 follows) 


7 


spit soe par baat tei 8 4 ae baie M 
Nas bay. an Be ne 


- 18950 - Mr .Cooper, cr.ex. 


MR. O'DONNELL: Al] I would say to that, if I 
may interrupt you, is that it must be assumed, I think, 
that the Government intends to receive only such amount 
as is left from the Proceeds of the rate as fixed by 
the Board of Transport Commissioners. In Other words. 
the Canadian National Railways have been put under the 
provisions of the Railway Act, and in so far as rates 
are concerned, it is the Board of Transport Commissioners 
that fixes those rates. As to how they fix those rates 
they are absolutely free and unfettered, and as far as 
I understand Section 325 (5)a just and reasonable rate 
they may arrive at by various ways in the judicial 
exercise of the discretion which that provision allows 
them. 

COMMISSIONER INNIS: 1f doubt whether the tax- 
payer would be willing to concede to the Board of 
Transport Commissioners the bower which you have in- 
Perned:: 

MR. O'DONNELL: That is possibly something that 
you may be right in. At date I think that is the way 
it stands. 

COMMISSIONER INNIS: After all, it is the tax- 
Payer who is concerned. It is a matter of the budget, 
it is a matter of parliamentary power completely 

MR. O'DONNELL: Absolutely. 

COMMISSIONER INNIS: And it seems to me you 
must come back to the Whole question ag to what parlia- 
ment decides is a reasonable rate, and not to have it 
determined by the Board of Transport Commissioners. 

MR. O'DONNELL: That may be, but as the Act 
Stands, I think the Board is the controlling factor, and 
it might be, as you say, Dr. Innis, it should be changed. 


I don't know. 
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MR. FRAWLEY; Dr. Innis, would it be too rhetorical 
a question to tere peae the government expect the Canadian 
Broadcasting Corporation to pay by way of return? Ob- 
viously noGLhing -at..021 . 

COMMISSIONER INNIS: I am just wondering whether 
they are parallel bodies, I don't think the Canadian 
National would like to put themselves in quite the same 
category. 

MR. EVANS: May I suggest to you, Dr. Innis, that 
the taxpayers! interest might be improved or might be 
very favourable in Setting a return,.a fair return, what- 
ever that may be, on the taxpayers' investment in the 
Canadian National, and have it paid by the group of 
people in the community who use the railway services, 
That is just a Suggestion in answer to your question. 

COMMISSIONER INNIS: Yes, but parliament has 
never accepted that yardstick. They have always re- 
garded the Canadian N&tional Railways as government- 
owned railways and having some difference to “*what you 
have in mind. 

MR. EVANS: Yes. You see, the result, if that 
were .to be the principle to be applied, that would be 
what we feared, that if the Canadian National were not 
permitted to earn a return payable to the government as 
the holder of equity securities, that might result either 
directly or indirectly in a rate structure that would 
ruin the privately-owned Canadian Pacific. I take it 
that parliament would have to take the decision as to 
whether they wanted to have these consequences flow 
Pron) t. My whole object here igs to try to develop 
Something practical as a solution to a difficulty that 
we see in these proposals, although we are not Opposing 


these proposals as such. 


ae 
"Bosse oat 


ae ie er 
af PE tw eh. ae c. 
; ae Naty My 
hese ad! Fodaite Aisi EAE 2 red: soo5 CaaS bn aaron. ae ° 


ett 
‘Chetod To yew we cog of erhorngratt sare tae chp ona 


sits te potiien elayohe sy 


. * 
Ay. Vaeltuucha Bue Me Soh me FT Greil AO ESeIMeeS 
, pa ; 


jae feria ted ott, HON Of adh E. aekhod feliaueg ete gene 


ee eee 2 a ney ee ws Ps aie : tenes. Pe 7 
wivn AF eovietewas dug of oll f Dimon Lenotsae 


: “ - ’ i ey ancy eS Ts 4 
pevotnt ‘areynkqxs? eng 
ji , 
¢ . a th ‘ FP oe le , ny —- 
aed?) tee of Sid srnove 2 OY 
ier 
| ia Te gage te ee Oe fie me ey re 
- «s Ear a +e J iD hae i 
iy i; R oe ¢ 
¢ Res E Wye Bis 6s ° eet By *y nes > pe oi in F Py es oe ee 
ered ue Sh aes Na ad 4 OS oy ispaoized fei VETIBN 
Pm I 
‘ » 
t br * y fy + = 
t Re bee, a i aon — : & a 
: te Re che ty wiivumenoa ond of sigees 
_ : Ne Foils Oe em a pe Page: Cee as NY? 
: De 8 CTS Gh Y 4 Wi eay Bet! 3 a BAy 4, Uae 
cond . 4 i y 
ie a y rhe ON dn oh Secs Sie a Sppieaeu ce | caaetacen Tip ae us é 
fed Jeo Lass ga . eee YC Fao See - 
7 oi 
7 
f 
= } 
f 
fon ee of 
Oe GS BYE 
\ 
9 q 
, f 7 
; he ‘ se Re td i sf 
ee “J ; re Pee ty *. ty oe X ee wel ore 4 
; ; : ' 
Tele . i Tihs Pore + . oe = P b a ee a . . a 4 . * f Noes - e x ' oe 
A iW Piette Iho <berigun od 8s gigiron “oq aid -od ot. e1ow 
; 
t 
; us : ; 
“teh Sy vs ey ee ee ae ee reer Pe | 
Sey sb 5 Viees cee poe od) oa be Peek ery: er OW a Se ia 
- ‘22 IHera SLIVER ARIST BLES 


patie 3s Waa 6 oF gout ! sO: Yhooer Fs 
sormo-x! Pet avin -omd -teterts 


sept Be TN - Peraias Lg ‘pery 


“geod UavRd ced passiew: weeds: weal ace 
if -eepent? pote doo ory tot oS ps ree 


na teusoe in can 


“116952: - Mr. Cooper, cr.ex. 


COMMISSIONER INNIS: That is precisely the point. 
That’ is why I think the problem te het rate the govern- 
ment is willing to loan its capital. That is very im- 
portant from your Standpoint. 

THE CHAIRMAN: Then I quite appreciate all that 
you are doing. We all do. But I think there are two 
considerations: One is that there should be no mistake 
in the use of language, that is, the double use of lan- 
guage by both parties, and that we should have the very 
best evidence from the Canadian National Railways, that 
is, the most authoritative evidence as to just what is 
intended by these representations made to us. 

MR. EVANS: Yes. 

THE CHAIRMAN: And of course all along what you 
are getting is Mr. Cooper's personal Opinion, excepting 
on matters of accounting. 

MR. EVANS: Well, he has qualified some of his 
answers , 

THE CHAIRMAN: I am not finding fault with you. 

MR. EVANS: No, he has qualified some of his an- 
Swers to say he is giving personal Opinions. 

THE CHAIRMAN: Well, a great many of them. 

MR. EVIANS: Yes, I think the record will show 
that he has not so qualified -- if Mr. Cooper wants at 
any time to qualify an answer of that kina then, whether 
I pressed him or not, whether he answered me or not, 

I might have to Suggest to my friend that ++some one 
be produced. 

THE CHAIRMAN: Mr. O'Donnell, has Mr. Evans so 
far asked any question that you are not prepared to 
have answered by the proper witness? 

MR. O'DONNELL: No. 

THE CHAIRMAN: Whoever that. might be? 

MR. O'DONNELL: Whoever that might be. 
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THE CHAIRMAN: Every question he has asked you 
can answer? 

MR. O'DONNELL: I have not followed all his ques- 
tions, I am sorry to Say, as intently as I should have 
possibly, but I am satisfied that any question that can 
be answered we will be glad to have some one answer. 

THE CHAIRMAN; Any question that can be answered? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: I would assume that so far --- 

MR. O'DONNELL: I think that he has had an answer 
to everything he has asked. I don't know whether it 
is satisfactory to him or not, 

THE CHAIRMAN: You see, as Dr. Angus said a 
while ago, at the top of page 16 reference is made to 
the desiderata of the company, and it is to have cer- 
tain measures put into effect which might enable the 
Canadian National on the average -- 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: [I Suppose that is over the years. 

MR. O'DONNELL: Over the years. 

THE CHAIRMAN: To meet its charges including in- 
terest on funded debt? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: But only on the average. Then 
there must be somethihg above and below to make the 
average. 

MR. O'DONNELL: Sometimes I Suppose there would be 
a deficit and sometimes there would be a Surplus. 

THE CHAIRMAN: Then, you see, you go on to say 
that whim there is a surplus that you would otherwise 
just put in reserve, then you are going to devote it 
to certain other --- 


MR. O'DONNELL: It is really putting . it into 
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reserve for those two things. After all, any surplus 

at the present time, under the Capital Revision Act 

it may be turned over (the section I read) to the Govern- 
ment, and I don't think Mp. Gordon intends to restrict 
the language of that section at all. What he is Simply 
saying is that a recommendation of this kind would be 
useful in helping to manage this property which is very 
cumbersome. 

THE CHAIRMAN: TI Suppose this is held in 
mind, is it, that in those years which fall below the 
average, where you are not able to meet your fixed charges 
and so on, then of course Parliament looks after that. 

Is that it? 

MR O'DONNELL: That is the way it arises 
today. If and when there are Surpluses I assume that 
what he would like to do is to be able to retain some 
portion of it for the purpose of ploughing them in the 
Same as an ordinary company, or even holding it against 
the leaner years, but not in any fabulous or astronomical 
amount, because at the present time it doesn'tlook as 
if they will ever amount to that. 

THE CHAIRMAN: So then if you go below the 
average in one year and are unable to meet fixed charges 
and so on, then Parliament looks after that. 

MR O'DONNELL: Yes. 

THE CHAIRMAN: And the next year, if you are 
able to meet your fixed charges and have a surplus, then 
you go on and treat it as a surplus: you don't go back 
to the year before? 

MR O'DONNELL: No, each year stands on its own 


merits. 


i at | 


s 
sapaiat ge at sagt. os 
on ee 


eed 
> 


gs) -ittt coho amt’ speporn edt Je : 
t aotgoug ody a TEVE peniue sd eae i 


eet 


AM osberis »t a 4 hoe 
ue wae: i nob T one: cen 


74 @, 69° irs 


tort 


he on Uaiies MIND 
Me, LV & 
sake x 


+ . 
4 Mags 4 AKO. Bi Ms 


bas THT. 


isin SRT 


et hextd. TOY, team. OF, afte! b 


“86. at. dgend, tne MA, a. Cds 


FTP 


18955 - Mr. Cooper er.ex. 


THE WITNESS: Uf I may interject there, 
Mr. O'Donnell, it does seem to me that a reasonable 
arrangement would be that if we had a Surplus in the 
reserve--- 

THE CHATRMAN: 2. In the where? 

A. If we had Something in the reserve and we ran 
into a deficit, that the Government would certainly 
expect us to pay that deficit out of the reserve instead 
of advancing additional monies. 

Q. Yes, but of course you are going to use your,~- 
what otherwise would be in reserve, you are going to use 
it right away to cover your expenditures for non-revenue 
producing improvements, and it is only if there is some- 
thing left over that agein that Should have this 
Stablization. 

A. Yes. 

2. But you Say even then the Government might 
take it from you? 

A. I am sure they would, if there was a deficit 
and we had asked them to pay up the money for it and we had 
money in the reserve. 

a. “Buty! sou see, Mr. Gordon asks _ ua to recommend 
that these things be done, that is to say, at least the 
Government Should not take it from you. 

MR O'DONNELL: That is what it amounts tro. 

THE CHAIRMAN: Is that right? 

MR O'DONNELL: Allow us to hold a certain . 

portion of Surplus for these eventualities, 

THE CHAIRMAN: He asks us to make that recophmon- 
dation. 

MR O'DONNELL; Heretofore every year--- 

THE CHAIRMAN: Whether ag a reserve you are 
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to be authorized to use it--- 

MR O'DONNELL: For these purposes. 

THE CHAIRMAN: Yes. 

MR O'DONNELL: Heretofore each year; as 1 
understand it, hag been dealt with on its own basis. 
If there was a deficit it was paid, and if there was a 
Surplus it was handed Over or used for company purposes. 

COMMISSIONER ANGUS: Are we Simply discussing 
the proper disposal of an income which on average is to be 
Zero according to these plans, or are we discussing the 
possibliity of an alternative plan whichnight make that 
average positive? I think, as Mr. Evans Said, you agree 
1t would be desirapic that you should earn more than 
3/4 of 1%. 

MR EVANS: I think Dr. Angus was asking a 


question. 
THE WITNESS: Did he expect to get an answer? 
MR EVANS: That is for you to say. 

---RECESS 


---ON RESUMING 
MR EVANS: Q. Mr. Cooper, before I leave that 
question of surplus I just want--- 

A. Are you going to leave it? 

Q. I am going to leave it eventually. I am sure 
we will both be glad, won t we? I justwant to clear up one 
thing. Mr. O'Donnell said there was no bar to a payment 
Of some--- 

THE CHAIRMAN: There was no what? 

MR EVANS: No bar to a payment of some part of 
this surplus to the Government. 

THE CHAIRMAN: Except insofar as we might 
recommend to the contrary accordimg to what Mr. Gordon asks 
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MR EVANS: Quite, sir, but I am Speaking 
now of the proposal as such. 

THE CHAIRMAN: That is, the proposal that we 
Should make a recommendation that the Canadian National 
should use such surplus earnings--- 

MR EVANS: 1: For these purposss. 

THE CHAIRMAN: For these purposes (a) and (b), 
not to return any part to the Government. 

MR EVANS: TI am Speaking now of what Mr. 
O'Donnell argued that this did not contain a bar to the pay- 
ment over, and I was wondering if I could not pursue this 
with the witness to see whether it really does not in its 
present terms contain that bar. 

THE CHAIRMAN: Yes, you are talking of the 
language, yes. 

MR EVANS: Yes. 

Q. May I ask you this, whether you do not construe 
that language in Mr. Gordon's statement as in effect Qa 
bar to payment of some part of this surplus to the Government. 

A. I don't construe it go and I am sure he doesn't. 

Q. Have you any view as to when the point would be 
reached at which such a Surplus would be paid to the 
Government? 

A. I think that point is so far removed that it is 
not worth discussing. 

THE CHAIRMAN: I ‘agree, Mr. Evans. You see, let 
us take the language, Mr. Gordon tells us that the task 
of management would be greatly easied in his Opinion J*hen 
he says; 

"also concurred in by: the Board of Directors..." 


(Well, Mr. Cooper is a director) 


My « « If there were a recommendation from your 
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Commission..." 
(that is, from us) 
™. @that tthe Company use the Surplus earnings..." 
for these two purposes, it seems to me’; 
MR EVANS: Yes. 

THE CHAIRMAN: As far as the language goes he 
tells us Something that must have been arrived at after 
very mature consideration because he refers to the Board of 
Directors as well 2S himself-- "There is our final say on 
this." Now, Mr. Cooper tells us that he Should not be 
called upon to talk about that. That is what you are Saying 
aren't you? 

MR EVANS: I thought he expressed a view. 

COMMISSIONER ANGUS: Didn't WOU say you were 
Sure that was not what Mp. Gordon meant? 

A. I felt sure that he did not intend by that that 
under no conditions Should a payment be made to the peru 

THE CHAIRMAN: Then the recommendations would 
be changed to put in a clause (ec), is that 1t? 

A. All right. 

MR O"DONNELL: JI think the way it has been 
construed by Mr. Evans - and that is why I referred to the 
word "all" way back at the beginning--- 

THE CHAIRMAN: [I beg your pardon? 

MR O'DONNELL: The way it has been construed 
on the very literal basis is that any surplus would be 
retained for that purpose, and Mr. Cooper, when it was pst 
to him that way, said: "I will go along with you:" but he: 
has since Said, if I understand him correctly, that he igs 


sure it is not intended in that way. It is not all Surplus; 


it is the right to ho.ld some ° -(Pagp 218959 follows) 
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of the surplus. And, as I think he said just a moment 
260, 1t was rather far removed from the point where it 
was ever going to become really operative or of any great 
Pemneqduence . Wasn't that what you were Saying? 

THE WITNESS: Mp. Evans was Saying something 
about did I have some point in mind. 

MR EVANS: Q. Dia you have some point in mind 
at which you would feel that there might properly be made 
or expected to be made a payment to the Government out 
of surplus? 

A. Well, I think that is a reasonable question 
but frankly I don't see any big surplus arising out of this 


arrangement. 


Q. Yes, I am going to come to that at a Wttle 


later stage. 


(Page 18960 follows) 
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A, Let me Just say that I feel that the possibility 
of surplus €arnings under this adjusted set-up is not very 
large. 

I think we should do very well indeed if we 
broke even, one year with another; and certainly,if we have 
to provide for these capital requirements, I feel positive 
that this fund, which is taking on so much importance, 
Should not be given that importance at all. I do not see 


it as a very formidable difficulty in this proposal. 


Q. I am most anxious not to give it too much importance. 


But I am not going to under-emphasize it at the moment. 

I want to get really what is in the mind of the 
Canadian National Management on this Subject, and I am not 
doing it with the idea of embarrassing you. 

I am trying to indicate -- that is, I shall 
develop, it may be unwittingly, and without any design on 
your part at all -- a threat to the Canadian Pacific which, 
perhaps, can be remedied quite simply if you understand my 
approach to this thing. And if we proceed on that basis, 

I am sure that we will understand one another. 

THE CHAIRMAN: Are you still talking ef these 
surplus earnings? 

MR. EVANS: I was Speaking, generally, to kim 
about a surplus, yes. 

THE CHAIRMAN: If you were talking only to these 
Surplus earnings, this proposal, and you spoke only with 
respect to the Canadian Pacific, could you tell us what 
you think the threat is, so that we would know it and could 
follow you the better? 

MR. EVANS: I should be quite pleased to do so. 

I intended to develop it in my cross-examination later, but 
I shall do it mow, if you think it desirable, 
THE CHAIRMAN: Yes. It would make it C€asier for 
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MR. EVANS: Yes. Well, frankly, we see it this 
Way: we see a greater possibility of Surplus earnings 
than do the Canadian National, 

THE CHAIRMAN: Do you mean for the Canadian 
National? 

MR. EVANS: Yes, for the Canadian National. And 
we see, in using all of that surplus for the purposes 
mentioned, a means by which -- 

THE CHAIRMAN: You mean (a) and (b)? 

MR. EVANS: (a) and (b). (a) we are not arguing 
about at all, 

We have the same character of requirements for 
non-revenue additions and betterments. We call that surplus 
in the sense that we must have that surplus as part of our 
requirements; and if you are on a rate of return basis, 
it must be taken out of what the return provides. So we 
are not in any controversy over (a). 

But having regard to the fact that the fixed 
charges as a result of this proposal could be as low as 
$12,000,000 odd per year, and assuming that the $ 300,000,000 
fund is all used for retirement of debt, then the money 
remaining, after payment of those fixed charges is used for 
these additions and betterments, and now, for the purpose 
Of argument, assuming our figure of around $15,235,000 is 
allowed by the Board, and assuming it earned that for the 
Canadian National for some time, they could thus have 
interest charges of about $12,000,000 odd, and $15,000,000 
odd for these additions and betterments; we think it is 
definitely possible in the future that the Canadian National 
might have a surplus of the size of the Wartime years, and 
I will develop that. 

If that were so, and assuming it would be so 


immediately, the payment into a rate Stabilization fund to be 
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used in poor years to avoid the necessity of rate increases, 
could put our friends of the Canadian National in one of 
two positions; either (1), they would feel they could not 
Properly join us in an application if they had money in 
Such a fund; or (11), even though they wanted to, the 
pressure on them would be such as to prevent it; and if 
they should, in either of these cases, fail to JOLT - us , 

the result could be that the requirements of the Canadian 
Pacific would not be met, and in the result, we could not 
earn enough to keep us alive. 

That is as clearly as I can put our position. 
And, as I say, it is not that we attack our friends of 
the Canadian National as not being entitled to some relief. 
We are attacking the matter entirely from the standpoint 
of: how can you give relief and at the same time provide 
the protection which we, aS a privately owned company, 
require? 

That, in a nutshell, is the position we take, 

THE CHAIRMAN: You have kept in mind tkis 
Stabilization fund and its relation to the freight rates? 

MR. EVANS: Yes sir. 

THE CHAIRMAN: Well, suppose there should be 
@ surplus anyhow. Have you any other way of saying what 
could be.done with that surplus? 

MR. EVANS: I was going to make some suggestions 
to the witness. I have no concrete Suggestions myself, but 
I was going to get his views on it. 

THE CHAIRMAN: That must follow. 

MR. EVANS: Oh, quite! 

MR. O'DONNELL: My lord, I think, again, it would 
be well to wait until Mr. Fairweather has explained how 
he sees the rate stabilization fund. Mr. Cooper said it 


was not his affair, and that Mr. Fairweather would explain 
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what is intended by it, and when the understanding of the 
Canadian National concerning it is before the Commission, 
then we would be in a better position to evaluate the 
danger. 

I was glad to hear Mr. Evans Say that he thinks 
we should all buy Canadian National stock since we are 
going to have good years, and all that, but after Mr. 
Fairweather has explained it, I think it would be better. 

THE CHAIRMAN: I may be anticipating, but while 
we are on these things, we have been talking, from time 
to time, of the necessity for amendments. 

After all, it is quite evident that the order 
in council is so worded that anything serious we should 
propose ought to be -- I mean, where there is an act to 
be referred to, such as for example, the Canadian National 
Railways Act, you have a chapter on finances; and I think 
it might be better to fix these things beyond any 
equivocation, Mr. O'Donnell, if you were to put it into 
the shape of a Statutory amendment, and to Say just exactly 
what it is you are seeking to amend. 

The whole scheme is embodied under the heading 
of "surplus earnings on page 16 of Mr. Gordon's statement. 
Ory ik tole not properly an amendment, you might recast 
cl =i 

MR. O'DONNELL: That is right. That does not 
require an amendment, in my view. It is a recommendation 
to be made; and in so far as that is concerned, it might 
affect government policy if a recommendation were to be 
forthcoming. 

As to the other matters where express relief is 
asked for through the exchange of fixed charge secu- 
rities for equity securities, and the other relief, there 


we would possibly have to have some amendment which we would 
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produce in due course. But, as to the Surplus earnings 
aspect of the matter, the word is for a recommendation. 

THE CHAIRMAN: It is one thing to ask for a 
recommendation from another body such as the Board of 
Transport Commissioners; but here the recommendation is 
from yourselves. It must mean Something. 

MR. O'DONNELL: We are asking that this Commission, 
after hearing how this thing is to work, should recommend 
that the Board of Directors of the Canadian National should 
use some of these surplus earnings in a manner specified. 

THE CHAIRMAN: Mr. Gordon says that it is the 
considered opinion of your Board of Directors. He must 
mean something which would be compulsory on the company. 

But we are not sure of it now, and I think it is of very 
very great importance. We are all convinced of that. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: So I would say that you should 
give your best consideration to a restatement. 

MR. O'DONNELL: My understanding is that they 
ask your Commission to make this recommendation, and they 
are not asking for an amendment in the statute. 

THE CHAIRMAN: How can I make a recommendation 
that I do Something unless you give me the authority to do 
it? 

I hoped you had given consideration to it. And 
if Mr. Fairweather is not empowered to express the views 
of the company, perhaps somebody else is. I do not know 
who. But I would like to have, in answer, a recast of this. 

COMMISSIONER ANGUS: Would the recommendation 
be contingent on the surplus being, on average, zero? 

MR. O'DONNELL: I think that is the position which 


Mr. Cooper anticipates. It will be, from what he can see, 


at present. 


5 


n oe 
hee er ed 
yee yet 


ita" an i h bie 


As 

} ts ats 5 

* , i i ‘” \ - 
b iy , “ ; ec ~ rt - , e 4 
gd’ xt) abwetmene+- sak see @hd setepohmelmios dteqenerln! Us 


ue ho Aetsot e439 ea sone. yood Bedtons mart sobtaboanmeos, 


Se 7 a ie eae 4 . ware cee. \ . xy ie ss *%. 
.niiddeseas tasm taunt 31... ,d@evienrgey siozt: 
“) f 
; 
ae Pe on Pe eB bo ea Ry es ‘  ) ae at . Prin ca 
PAP mean) BAS qld: wer sh mies oye a. SOLO Oia 
7 : 
a hips : RY ent _ a oe ars 4 Se 
i Siivarte . stow i Cr AMS Sg aisis worn Rot “i eT is 
me { 
a ; : 
‘ -@ ' - Rin Dados aul ‘+ no, A 
1A Ei a i ay. Cie ph 6S: . Ok 5 ri\ + Tags ce whiad wil wt 
, rn 
Ce iy ry “a thie ¥ eyes, cit re 
r Po ee | sae 2 YAR ae Sein ah A] CNS. Gaenids 30 SUOo: Shae, , 
, 
, 
set, ? ~— ch es ha Oe P . PR OATS NATIT, «SLI 
7 } ; (£ 5 if = Es LP ar ape ; Pores iy Fes Bat 2, CMSs: a 
fait q 
¢ > a > wo on be * mr — 
; é 4 ft Pe aie wi dy: To notaiqo: D6teol snes : 
= i} § . i 
ae oe Wohe ie 2 
bP esa ee MEER. Pay) tees at Egress 6 N CoN. > haw. mis Dr i ied ST oaal 
; ca 
or 
(van : Loy F “4 lane Sta f * ‘fo ou ta 
i hee i fied ‘ed f Hs i ‘ tO Sree vw WER SPSS Vi Ja. j 
ct, Ch | HeasikPactiaho Lfe eee abt 55 dmoormt opece wroy: 
a 2 Be) a Kalas Bike SD SE Se ia ty » ia? Phe 2 ad hap = 8A Ly vt. be | 


Sagar OOT 1M 
bares AIST iad, MIM 4 


‘amu sce Lam 


® eabo0 om 


- 18965 - Mr. Cooper Cr-ex. 


COMMISSIONER ANGUS: But, from Mr. Cooper's 
point of view, if the average is greater, should not 
Something else be done? 

MR. EVANS: Q. Well, Mr. Cooper, I have asked 
you about the matter of income bonds, and I have said to 
you that I was not trying to get you to disagree with 
your president, because you said that he had had a different 
view; but I was just merely indicating means by which the 
return could be achieved or paid out to the government as 
the owner of securities, the income bonds, that the 
principal might have some value. 

Now, the point I had got with you was this: 
that in your statement on page 18689, which I have already 
referred to, you had expressed this as something which had 
been in your thinking, and you qualified 1t, at’ least as 
far as it was related to the repatriated securities. 

Had you an amount in mind there? 

A. It was in the order of $400,000,000. 

Q. It was in the order of $400,000,000, and that 
would be something which was in your thinking, at least 
as a personal matter? 

A. I did refer to it, I am sure, but I cannot find 
it in the record. 

I did say in my evidence that, around 1946 or 
1947, the company made a recommendation to the government 
that the loans which had been received from the government 
in order to enable the company to pick up these repatriated 
securities -- that those loans should be converted into 
income charge bonds. 

Q. Yes? 

A. And that is why my thinking in connection with 
income charge bonds is related to the figure of $400,000,000. 


Q. Yes? 
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A. It is not that I think that this amount of 
$760,000,000 should be divided. 

Q. No? 

A. It was dealing with the matter set out. 

Q. Yes. I am not trying to tie you to that because 
I was going to refer you to the brief itself, which, at 
page 62 -- have you page 62 there? 

You see the paragraph which begins just above the 

middle of the page, which reads: 

"At the end of 1948 such loans amounted to 
$760 494,825," 

And then you deal with the amount of interest on 

it. And then the fourth sentence begins this way" 

"Had receivership proceedings been resorted to, 
at that time, it is not unlikely that these loans would 
have been put on an equity or contingent interest basis." 

Now then, I assume, at that time, this relates 

to the 1922-1923 period? 

ho” Yes 

Q@. And that what you are suggesting there is that, 
had there been a receivership proceedings at that time, that 
$760,494,825,. -- 

A. At that time it was $804,000,000. 

Q. But, at all events, the $804,000,000 -- 

Ry Yee: 

Q. Instead of being converted to equity, might have 
been converted to income bonds? 

A. It could have been one or the other, or a com- 
bination. 

Q@. Yes. As a matter of fact, my understanding of 
the United States reorganizations is rather imperfect, and 


I hope you will correct me if I am wrong. 


It is rather the usual thing, as I understand it, 
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in bankruptcy proceedings, through which so many United 
States roads have gone in the past few years, to establish 
a Substantial part of the interest-bearing securities 

in the form of income bonds? 

A. I agree with you, but I am not quite sure of the 
word "substantial"; put definitely, as a result of re- 
organization proceedings in the United States companies, 
they emerged with part of their capital represented by 
income charge bonds. 

Q-, Yes.  *Now,.I Suppose it is also fair to say this: 
that the greater the variability of earning power over a 
period that is used as a test, the greater proportion of 
interest-bearing securities which will be on an interest- 
bearing basis? 

A. I would think so. 

Q. Those proceedings, and the reference made 
in your evidence and, I think, in Mr. Gordon's statement, 
to the great fluctuations in net earnings of the Canadian 
National would rather Suggest the possibility that the 
income bond solution might be a useful one to put forward. 

Would you agree with that? 

I am not asking you now to Say that you disagree 
with your president. I am merely asking you: would that, 
perhaps, not meet that kind of situation? 

A. Will you please tell me what advantage you see in 
that? 

Q. I would be glad to. 

I see the advantage of the government, as a holder 
of the income bonds, getting a part of the returns, if they 
were earned. 

A. Is that on the assumption that under this arrange- 


ment it would not get a part of the returns? 


Q@. I have not said, in view of what you Batdvathat 1 
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might not. I am Suggesting to you that, in the nature of 
things, some protection to the Canadian Pacific might be 
afforded through the use of income bonds, as insuring that 
the government an holder of the securities did get a 
return, if it is earned. And if it is not earned, then there 
would be no return. 

A. You see some danger to the Canadian Pacific which 
I do not see at all. 

Q. I am not asking you to agree with me that there is 
a danger; but I am asking you, on the assumption that there 
might be a danger, would that not be the means of avoiding 
Lt? 

A. I think it is doubtful whether it would meet the 
difficulty that you have particularly in mind. 

COMMISSIONER ANGUS: Do income bonds normally 
have a maturity? 

MR. EVANS: Oh yes, so far as I know. They need 
not have, but they do, as a rule. There are Baor at 
variations in the terms. But I was not so much concerned 
with the details of the terms of the issue as with the 
Drape tole pot. Lt, 

MR. EVANS: Q. Now then, there would be this 
advantage, I think you will agree at least: that if that 
were the means by which a solution could be found, it would, 
at least, give you freedom from the substantial burden of 
fixed charges? 

A. .Yes, and it would give us another advantage: if 
we were subject to income tax, and the interest on income 
bonds was an allowable deduct:lon, then our taxes would be less. 

Q. Yes. But I suppose there would be the same des- 
tination for the money in any case? 


DS eat GEL. 
MR. O'DONNELL: Andi there is now, undoubtedly. 
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MR. EVANS: Yes, 
@. Now then, we have got to the point where I want to 


discuss with you for the moment this (a) item in your 


Surplus? 
A. No. 19 
MR. O'DONNELL: TI thought you had left that 
surplus. 


MR. EVANS: I am going to leave it as quickly as 
Iocan. This is just another phase of the matter. 

MR. O'DONNELL: Surely, 

BH. EVANS QO.  T Suggest to you, Mr. Cooper, 
that in these reorganization cases in the United States, 
where there have been companies reorganized whose history 
and prospects indicate violent fluctuations in net operating 
income, that a capital fund is provided which can be built 
up by charges ahead of income bonds, but after fixed 
charges. Are you familiar with that practice? 


A. Iam afraid not. 


Q. I suggest to you -- "and 1 wish you would correct 
me if I am wrong -- that most -- and I go so far ’sarto say 
most -- of the railroads having substantial variable earning 


power, have, in these reorganizations, ranked their con- 
tingent interest requirements after provision for capital 
funds? 

A. Yes, I understand that is so. 

Q. Yes. So that so far as the necessity for (a), 
with it we are most Sympathetic; that is to Say, the surplus 
monies for the provision for non-revenue producing capital 
additions and betterments, that might be a Solution which 
would not imperil your need for that Surplus, if the 
practice in the United States in those cases should be 
adopted in your case? 


A. The provision that a portion of Surplus earnings 
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Ought to be set aside for capital purposes would be one 
of the conditions of the issue of the income charge bonds. 

Q. Well, it would have to be. You would have to 
have, if you recall the way these reorganization plans 
Operate; they have usually a very elaborate provision for 
what is available net income, 

A. It would be written into the bonds themselves. 

Q. You would have to have provision in the bond 
itself, and T assume, perhaps, from the statute, 
you would do what they do in those reorganization problems, 
you would have set up an erder of priority of claims upon 
the available net income, and you would then find that 
in a large number of these cases, the capital fund could 
be put ahead of the income bond interest. 

I suggest to you, and you can check me on that: 
my understanding is that that is quite the usual procedure. 

fen Yea, I think that is right. 

Q. Now then, I notice one remark you made in the 
course of your evidence yesterday at page 18689. I do not 
think you need to look at it because I think you will 
remember it. 

You said that Dr. Clark -- no, it was the day 
before yesterday -- you said that Dr. Clark had once 
informed you that in his view the income bond was the lowest 
form of security. Do you recall that? 

As  .- do. 

Q. I was going to suggest to you that perhaps Dr. 
Clark had in mind the buyer's standpoint, or the investor's 
standpoint? 

A. I do not know what he had in mind. I do know that 
at this time we were talking about an understanding with the 
government for income bonds on the repatriated securities, 


and he said that income bonds are different, that they are 
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the lowest form of Securities, so far as he Was concerned, 
Q. I suggest to you that probably what he had in 
mind there was their market-ability as compared to that 
of fixed interests bonds? 
A. I do not know what he had in mind, but I do 
believe that these income bonds as a rule are issued under 
reorganization proceedings rather than being sold on the 


open market. 


Page 18973 follows 


' 1 Py 
» iat i> YU 
ay Lot id Sn Y Ay 
? 


wen cd oh a 8 


ot T Syl nln ae {een 
> satvens: Sent) eat. Sig wl, 2 + 
Bs ahh toy bhow, asda spe 


tL ae 


=~ = oO 


on 


= 
v4 


oe 


NP 


Q. 


=~ 28073. = Mr, Cooper, Cr-ex 


Now then, at page 18691 you gave an answer to Mr, 


Covert that I want to discuss with you for a moment. 


About the middle of the page -- 


Q. 


THE CHAIRMAN: What page? 
MR. EVANS: 18691; that is in Volume 100, my lord, 
You said this at the middle of the pages 

"I would say that if the rate structure would stand 
it, there should be a return on equity capital, 
but I would not think that the entire amount of 
capital is entitled to what might be called 

&@ commercial rate of return. 

Q. No? 

A. But the entire equity capital might be entitled 

to a small rate of return , yes; and I showed 

this morning that --" 


MR. O'DONNELL: Speaking of the Canadian National 


Railways' position. 


Q. 


MR. EVANS; Oh yes, 


There is also a place in Mr. Gordon's statement 


in which there is a Suggestion that there might be a tenden- 


cy today for railways to price themselves out of the market, 


Is there anything in your mind that would Suggest that that 


point has been reached today? 


A. In Canada? 

Q. Yes? 

A, Speaking broadly, or have you reference to certain 
classes of traffic? 

Q. No, I only have reference to the statement that 
was made in Mr, Gordon's statement and in your answer 


to Mr. Covert, 


A 


I do not think that the saturation point has been 


reached, and the railways are now asking for further in- 


creases, 
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Q. When you said assuming the freight rate structure 
can Stand it, you had not anything specifically in mind that 


it might have reacheq that point now where the rate structure 


could not stand it? 

A. No, 

VOMMISSIONER INNIS: Q, Then the decline in 
traffic, which you have described, you think is in no way 
attributable to the increase in rates? 

&. Pardon? 

Q. The decline in traffic to which you referred this 
morning is in no way attributable to the increase in rates? 

A, That is a difficult a question to answer. I really 
could not answer that. I have no doubt it has a very small 
effect, but I think that the decrease in traffic volume 
generally is due to the decrease in the natural business 
AGG 1Vity) of .the country. 

MR. EVANS: Q. I was going to suggest this to you -- 
and I assume we must all recognize it -- that there is motor 
competition today. I am not thinking of that, but taking 
a general view of the matter in a period of rising prices 
and inflation there is very little danger of pricing your- 
self out of the market so long as your increases are not 
higher or too much higher than the general increases in the 
prices of other commodities? 

A. AS a broad statement I woulda agree with that, but I 
think on certain classes of traffic, that which is vulnerable 
to truck competition, further increases in railway rates 
would have the effect of pricing you out of the market, 

Q. Yes, I gave you the opportunity of putting in the 


matter of motor truck competition because that is in a special 


category, and one recognizes that then the test must be 


perhaps not so much that one prices oneseif out of the market 
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but one prices oneself higher than o-~- competition will 
enable you to obtain the traffic, so that one must then 
consider the costs of Operation of one's competitors before 
one can say that one's rates were tco high having regard to 
the competition. I just wanted to clear up the generality. 
COMMISSIONER INNIS: I was just wondering, Mr. 
Evans, whether you might not very quickly reach a sort of 
Spiral stage. If you begin increasing rates and competition 
from trucks and otherwise becomes more acute then you begin 
to need more increases in rates and your traffic goes down. 
Is there a balance there which is very difficult to maintain? 
MR. EVANS: If you were to ask me my view it would 
De Cris’, Considering it first without the element of truck 
competition, if it is considered without the element of 
truck compeition then the fact that railway rates have been 
going up less steeply than other costs have risen would 
Suggest to me the almost impossibility, so long as that 
conditioh exists, of pricing oneself out of the market, 
If you then take the second Step and you suggest that 
the competitor is something which one must bear in mind, 
and that competition is becoming more and more acute, 
increases may have the effect you mentioned. That is a 
little more difficult problem. You first must consider 
the increases in the cost of operation of the 
competitor because he is not immune from these same influen- 
ces, If you speak of it as something resulting from in- 
creased prices forcing railway rates up, with a given level 
of competition it does not seem to me that in that second 
event there is much likelihood of pricing yourself out of the 
market, 
There is a third angle, and that is this, If there is 
great development of highways and increasing development of 


highway competition irrespective of costs, that in itself may 
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prove a threat to railway traffic. Therefore my suggestion 
would be this, that increasing prices of railway services 
through increased rates in a period of rising prices does 
not in itself provide any question of pricing out of the 
market, What does concern us is that the increasing volume 
of motor competition May result in some necessity of meeting 
competition at lower rates, Perhaps I am obstruse on that. 

COMMISSIONER INNIS: Oh no, that is a fairly simple 
statement. I was wondering whether it is not too simple. 

MR. EVANS: Perhaps it is: perhaps my mind works 
that way. 

COMMISSIONER INNIS: I would have thought that 
you have a very delicate Situation in which a Slight falling 
off in traffic with expenses relatively rigid in the rail- 
way business would very quickly get you into the situation 
where revenue was going down in spite of what you could do 
towards increases in rates, 

MR. EVANS: My suggestion there would be that 
that is certainly a factor in a period of declining prices 
and depressed business conditions, That was the position 
the Interstate Commerce Commission took in the depression 
period when the railroads asked for increased rates, 
AS a matter of fact, I think it is rather important to 
notice that in that same period, although both Canadian 
railways were heavily depressed, no such attempt was made by 
them, and I rather suggest, without taking too much credit 
for them, that they might hye understood that problem, 

COMMISSIONER INNIS: I would think a decline in 
traffic would be a very alarming situation so far as the rail- 
ways are concerned with regard to rates as well as with 
regard to other factors, 

MR. EVANS: I think that is perfectly true,and if 


I may offer this observation, in a question Dr, Angus put to 
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me the other day I think he Pointed it up from my stand- 
point. He rather Suggested this to me - and I hope I am not 
misquoting you; I know I agreed with you -- that in a period 
of large volume there probably ought to be recognition by the 
regulatory tribunal that a company should be allowed to earn 
rather more than might be considered to be fair on an 
average basis in order to provide for those periods when 
depressed conditions exist and when, because of the very 
reason you put, rates cannot properly be raised. 

MR. O'DONNELL: Rate Stabilization, 

MR, FRAWLEY: The Commissioners will remember -- 

THE CHAIRMAN: Pardon? 

MR. FRAWLEY: The Commissioners will remember 
that the railways are taking care not to price themselves 
out of the competitive traffic because none of the 16% 
increase, the Commissionerswill recall, is going on the 
competitive traffic. All of that 16% increase, which they 
have recently been awarded, is going on the non-competitive 
traffic, so they are taking care, of course, as they have to, 
not to price themselves out of the sompetitive traffic field, 

Therefore they take it all on the non-competitive area 
and that largely falls on the long haul, 

MR. EVANS: Mr, Frawley is, as usual, making far 
too broad a statement because it is not an accurate state- 
ment, 

MR, FRAWLEY: Then what is the fact, because I am 
advised that no part of the 16% has gone on the 
competitive traffic, Certainly it has not gone on the 
trans-continental rates, 

MR. EVANS: May I make a statement as to what the 
fact was? In July, 1948, all railway companies joined in an 
application for an increase of 20%, and they asked for an 


interim increase of 15%. They did not need the authority 
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of the Board to put into effect an interim increase of 
15% in competitive rates, and they did so without waiting 
for any hearing, They did so in September of that year, 
What my friend is Saying -- 

THE CHAIRMAN: December? 

MR. EVANS: September of 1948, almost immediately 
after the application was filed they put that into effect, 

MR. O'DONNELL: It shows on Exhibit 250 that we 
filed yesterday, 

MR. EVANS: Now, as a result of the final determ- 
ination of that application filed in July, 1948, the Board 
awarded us 16%, a total increase of 16%. My friend says 
we did not apply any part of that 16% to competitive rates 
but he overlooks the fact that we had previously increased 


competitive rates, without waiting for that judgment, by 


15%. Moreover, we have made further increases in other 
competitive rates, trans-continental rates, and have 
eliminated entirely other competitive rates, When my 
friend says that we put the whole burden of these increases 
on non-competitive traffic he is just saying what is not true, 

MR. FRAWLEY: I say you are authorized today to 
increase your competitive traffic 16%, 8% as of the 23rq day 
of March and 8% some time ago. As of today, as a matter of 
fact, they are authorized to increase their competitive rates 
and they are not doing it. 

MR. O*DONNELL: We had previously put them up by 
15% and they have come to a point beyond which they cannot 
go. We have always taken as much as we can get. 

MR. FRAWLEY: You are just putting it all on the 
rest. 

MR, MACPHERSON: They put them up 15% after they 


had received 21% by authority of the Board on long haul 
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traffic, 


MR. EVANS: Mr, MacPherson is again making a mis- 


Statement, Mr, MacPherson knows better than the inference 


he derives from that Statement. We put all rates up 


21%, including competitive rates. Moreover, in the fall 


of that same year we increased competitive rates independently 
by another 15%, 


MR. MACPHERSON: It shows you how low they go. 


MR. FRAWLEY: It is all very germane to this matter 


of pricing them out of the market; that is all, 


(Page 18981 follows ) 
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MR EVANS: Q. Now, Mr. Cooper, could we return to 
the subject in which both of us sre perheps more interested? 
Perhaps I should, I hope without risk of stirring up 
this controversy 2€3in with our friends--- 

A. About pricing out of the market? 

Re Yes.  May:-1 refer to page--- 

A. May I say this, then, Mr, Evans, thet you have 
advanced this matter So far that you have priced me out of 
the market, and I 6m now over with Mr. Fairweather, 

Q. Well, if you feel that I should pursue that with 
Mr. Fairweather, I am quite content to do so. 

Pe SOMOS yes. 

MR FRAWLEY: Stormy weather and fair weather, 

MR EVANS: I think we have been very happy until 
you interjected, Mr, Frawley, 

Q@. Now, st page 18705, mr. Cooper, you renewed the 
Statement made in the brief, and I think in Mr. Gordon's 
evidence, that 4o per cent of the cost of building branch 
or development lines should be provided by the Government 
as equity capital. Now, I am not going to ask you to get 
into Mr, Fairweather's field there, because I understand 
that Mr. Fairweather is going to define what are development 
lines and what are considered to be other than development 
lines; but in the circumstences in which that was mentioned, 
I just wanted to ask you whether, if that practice were 
followed, it would be part of the proposal of the Canadian 
Netionel thet that addition to equity capital resulting 
from the building of these branch lines would also be en- 
titled to s return? 

A. Yes, in the same way that the rest of the--- 


You were not differentiating in eny sense? 


No. 


Q 
A 
Q Perhaps this is for Mr. Fairweather, but you could 
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tell me if it is: Are you differentiating in your mind 


between what have been called development lines and branch 


lines eenerally? 

A. Yes, 

THE CHAIRMAN: Between development lines and what? 

MR EVANS: Branch lines generally. 

THE WITNESS: Any new branch line [I think would 
be a development line, 

MR EVANS: Q. Any new branch line? 

my, Yes) 

Q. That is what I meant. You sre not meking a differ- 
ence in your thinking as regards new lines between whet 
might be called 3 branch line or whet might be called 3 
development line? 

A. I may be wrong, but I think eny branch line built 
from now on would be @ development line, 

Q. No matter in what territory it Should be built? 

AS. Yes. 

THE CHAIRMAN: Q. With respect to those lines, 
the statement by Mr. Gordon Says that hereafter the company 
Should be free to build or not to build; isn't that so? 

As Yes, sir he igs quite emphatic sbout that, 

MR EVANS: Q. Is it pert of your thinking as an 
accounting officer thst the capital fund of $300 million 
would be the source from which the funds for the 40 per cent 
would be derived? 

fae ONO'S 

ee ler is not? 

A. No. The $300 million is definitely related to 2 
relief of fixed charges. 

Q. I see; because there is a Suggestion in the brief -- 
end I think I am right -- or in Mr. Gordon's Statement, that 


that was to be available to be drawn down for Capital pur- 
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poses. I just want to Clear it up, because, you SEG. ; 
at page 15 of Mr. Gordon's Statement, efter describing 
how this would be set up: 

"This would be set up in the accounts of Canadian 

National as a Capitel fund to be drawn on from time 

to time to retire interest-besring obligstions in the 

hands of the public or for capital additions to the 

property," 
Now, I interpreted capital additions to be other capital 
additions than those that ere termed non-revenue producing 
edditions and betterments? 

A. I think maybe I should correct my answer on that. 
I would be inclined to think thet sll capital edditions 
and betterments in the next say five years, and all debt 
redemptions in the next five years, would be finenced out 
of this $300 million, and that when that point has been 
reached you come to the requirement that 40 per cent of 
new branch line construction Should be provided by the 
Government in the way of equity capital. 

Q. I just want to carry this one further Stage. The 
40 per cent which the Government would have in the form of 
equity capital would be taken out of the fund, but what 
about the 60 per cent? 

A. All capital expenditures in the next five years 
would come out of the fund, 

Q. I see; including the 60 per cent? 

Pines), tein: 

Q. So that the total cost of your branch line con- 
Struction would then not sda to your fixed charges? 

f° Thiet. 1s so, 

Q. They would then bee translated into equity capital 
es they are made? 


A: Yes, 


qi 


} Pp ee 2 ” . te 
suigo ad od -asotd bebe Led tgeo bette srgxadot, 1.,Wwot |. 
sulowboro oudevet-nod bemrgad sia Feag enone tert snodd LAba, a 
i, 7 
mae . oa We oe 
RY Teatnonnedted bic aici si : : 
if - 
] ae as aa greg ey T 4 Pa) afer tats we hd 
 ~tatt no vowerg yor Iooxges. Bivods 1 ecg Mecsas, ont i 
Ni ; : wa r f ae ; : : . 7 
ty er . 2 p ” 4 held, otal z ee : + og te Copery fe re! ee ex i p 
io anotiatbbe fatiass, £56 sort’ sata. Os sankLony he) BLOW jd rae 
i j : me a * 
ih Wa rg ) a + t. i 3 =. % t% eur gu salt odd “gb i Crier hes ‘ re 
\ gdp fe bate Vevesy evit woe txem end mb edness ted ire 
i ‘ : é il «TN at ok ecleke ee Bh Maney ie <t : BeryC) sinatibti A) 
io ear a &) t) Bs Sc Le) b 7 vey x. Gi A ed Mi ri rh 4 5 th Sid bub oe ti ‘ ie i ( 1 
f , ; or As a 
2! ; roe ‘ Cit xp > 2 Ay. eG 
i aged asc dated tad mene cond Bas ,cotlite 00st ss as Ace @ 
j bee c . ad ‘ 
} i : 
fi és eo Pe ali ie ven Pipa thee ce Py , ey crc R a neg oy, ¢ [ 
*o doen seq OF tedd diotemet lupe: Bad OF Sia HOY Mehve we ¢ 
er 
ous , é " } te any net He ts Se lore is: eet weet = him 
acid yd Sabivong ot bivode |  MaLIONRT EOD Ole d ORS ‘i 
a i oie |, 
.~Letieso volves to. vwaw oad ae < ecoeioe ani ae 
= Le ote Aut ¥ pute i oo & ; | 
f ; “hi 
~~) f : = ron des ane " 4 iG I pa Oe ab near > ; Y ee * eM, 
sy Pe ee ay tt i ok eee 9 iC) Beavite “9 SO tae Y fi Bw FF 3 ae ee i “f 
| . : "* a! 
; ‘ i Lnehatsd wine ane 5 Dkk Re facet: elteenen pies | « 
ho mech eth Ab eve? Bioow iiet pratt ha Op od? dokdw sues) 194 OF 
; : is | 
5 ‘ f Ay 
+ q f . eis ie ee ay ha: i) oe "q a7 v Line’ 2 oP 
i doaw sud ,baed ect to Fua: tested 6d Bloow Gaciqes saupe _ 
4 , " sof 
A “ , . 2 
. ‘oy + P . 
ie Gined sve (Ge att SOs. | > 
. i : ‘ 7 ' anit, : 7 4 
fab, 0 Bh iadshan ei hy Abel iat eu rl 
ener ev ht) tren sig wi esti a IP aagNe z it a go SET AD s o ae \ 


ie Stee seq 00 
‘ys bites . : 
Me Oe 
idee / 
a2. Pi 
id J ! : 
4 . are 
i een en erent i; 
| =fog, ‘ome rlogte id THON aa be 
i ri 
if; bs} e 


y 1 


boy 
E yealee soF2O , - Bas mod risa Nah 


ork) sth. 


geri ext 20% oF: She! 


- fedages eaten osnt, bedeiadend ad ane pest “ 


tay aoe od. ois eae 


renee 


» Veytne aun 


FF 


,baut std To soe 
eds patbulors 
a Wit 
Ahn, 


odd, 


‘Ae 


We 


6) aja “ 


Sout § 


} een 


art aon 


yi a 
id i) ee ay Sere 


a am 30 < 4 fo: 


amoo 


ess 


qu goa ‘dd & dtvew ent Soe 


se kogaes) eG adiarsoos a 

v i 

mou? xo meseb od of bad “Lax iqeo SRS) panto” 
it oi snoticaside antingd= “Jasrratat ettton od pied OF eal i 
+ of anotaibbhe £62 Bowe sot %O obtain, arid a abérart a ‘hee 


‘ 


ioe 


es 


Oe cen, 


aH, 


io ' 


i] 
« 


-18984- Mr. Cooper, cr-ex, 


Q@. But with the upper limit of your $300 million 


in any case? 
As Yes, 


Q. Would it be your view that that fund would operate 
SO 38S to make it unnecessary for the Cenadian National to 
have a special eppropriation under section 21 of its Act? 

A. What is section 21? 

Q. Section 21 is the one that Mr. O'Donnell read 
yesterday, which authorizes the construction of branch 
lines. 

A. Any branch line now, I think, gets into our 

annual budget, end whet we have in mind here is--~- 

Q. Perhaps I can get my point more clearly to you 
if I were to read this section to you. Section 21 of 
the statute, chapter 172 of the Revised Statutes of Canada 
UO? 7 pe assume, reads as follows: 

"With the approval of the Governor in Council 

and upon any location sanctioned by the Minister of 

Reilways and C:nsals the Company may from time to time 

construct and operate railway lines, branches and 

extensions, or railway facilities or properties of any 
description in respect to the construction whereof 
respectively, Parliament may hereefter suthorize the 
necessary expenditure, or the guarantee of an issue of 
the Company's securities." 
And what I am asking you there is, would it be a part of 
the proposal for the use of that $300 million funda that 
that would take the plece of the authorization by Parliament 
of the necessary expenditure? 
A. No. 
Q. You would have an individual suthorization before 
you draw down out of the fund? 


Aa Yes, 
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MR O'DONNELL: There is no intention to amend 
Section 21, 

THE CHAIRMAN: I beg your pardon, Mr. O'Donnell? 

MR O'DONNELL: Jf Say there is no intention to 
émend section 21. I think that is whst my friend has in 
mind. 

MR EVANS: Well, except this -- end perhaps there 
ought to be no doubt about it -- thet if Perliament should 
vote that $300 million as an expenditure, it could perhaps 
be drawn down at the will of the Canadian National without 
again resorting to Parliament. 

Q. But thet is not part of your proposal? 
Ae NO» sir, 

MR O'DONNELL: No, I do not think that is quite 
the way it should be put. Under the Act, section 21, we 
must go to Parliament to get the authorization; there is 
ho question sbout that. 

THE CHAIRMAN: The langusge you use is thet this 
money, this fund, would be set up in the accounts of 
Canadian Netional as a capital fund to be drawn on from 
time to time to retire interest-bearing obligations in the 
hands of the public or for capital additions to the property. 
Bearing that language in mind, Mr. Evans, what questions 
arise? 

MR EVANS: Well, the section which I read, section 
el of the Act, requires Parliament to appropriate the money 
necessary for the building of 5 branch line, end what I was 
enquiring from Mr. Cooper was whether it was part of their 
Proposal that once Parliament voted this $300 million capital 
fund it woutld be again necessary to their proposal to go 
under sect4ion 21 for 3a Special appropriation for the building 
The point I make about it -- end I om 
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| 3 very considerable advantage to our competitor if thet 
could be done, because they have this specisl legisletion 
Which requires merely an Order in Council and 3 location 
approved by the Minister, and if all this capital fund 
could be used in building branch lines it would, I would 
Suggest, be a threat to have no onnual parliamentary 
authority for each line. 
| THE CHAIRMAN: Again we are on the question of 
| intention. 
MR EVANS: No, I think--- 
THE CHAIRMAN: Mr, O'Donnell, what relation do 
| you place between this paragraph 2 on page 15 end the fund 
| therein Specified, end section 21? 

MR O'DONNELL: None at all, my lord; I do not 
place any relationship et all between it, and I am satis- 
fied there is no intention to endeavour to alter the ex- 
press provision of section 21. Section 21 says that we 
must obtain the authorization of Parliament before we can 
proceed with the construction of any of the railway lines, 
branches or extensions referred to in Section 21. There 
is no intention to alter that. 

THE CHAIRMAN; We are about to adjourn for lunch, 
Would it save Some time if I asked you just now, Mr. 
O'Donnell, in further reference to section el, to read with 
it section 12? You see, I have been trying to get at what 
is this Canadian National Railways, whet is the core of it. 
The lenguage used would seem always to indicate, here is 
the Canadian National Railway, Something in itself, and it 
has been made to do this and made to do thet, and made to 
acquire unprofitable lines, made to build developmental 
lines, and so on. Now, in section 12 I find this language: 

"The Company may, in respect of the operation of 


its lines of railway or the lines of railway of the 
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Canadian Northern System or the Cenodian Government 


Roilways" 


do so-and-so, That would seem to indicate that there sre 


three classes of railway there -- the company's own rail- 
ways and the Consdian Northern System, which is brought 
into It; end the Canadian Government Reilways. I would 
ket later... 


MR O'DONNELL: My lord, in order to understand 


that, there are six or seven Orders in Council which tie 


in with the statute, 


THE CHAIRMAN: We might clear it up later. 
MR O'DONNELL: Yes, 


---The Commission adjourned at 1:00 p.m., to meet again 
at 2:45 p.m, 
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Ottawa, Onterio, 
Merch 23, 1950. 


AFTERNOON SESSION 


T. H, COOPER, Recalled 
CROSS-EXAMINATION CONT'D BY wR EVANS: 

Q@. I think at the adjournment, Mr. Cooper, we had 
been discussing the use of the capitel fund for branch 
line construction or development lines, and from that I 
wanted to pass to s statement made on page 18379 in 
Support of the reduction in the fixed charges on the 
ground of widely fluctuating earning power. 

THE CHAIRMAN: A statement by whom? By Mr. 
Cooper? 

MR EVANS: It was Mr. Gordon's statement, Mr. 
Chairmen, 

Q. You will see at the top of page 18379 a statement 
about the future earnings of the property; endrih oie 
Stated there: 

"It is conceivable that in some years the property 

would do no better than meet its operating expenses. 

In good times it would be reasonable to expect fairly 

substantial earnings." 
Pen 10 is -eaid: 

"For a property having these characteristics, it 

would be logical..." 

I just point out that the statement there made is rather a 
Suggestion that the characteristics of your property are 
such that earning power fluctuates, perhaps more widely 
than normally would be expected in the case of other rail- 
Ways, and thet that wes to be taken into account in the 
assessment of the propriety of ‘your proposals. Now, all 

I want to put to you sbout that is, would you not agree 
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also true of the Canadian Pocific? 

ee. Detinttely. »F think in the main brief -- perheps 
not, but I remember quite well that in 1933, for example, 
Our gross earnings dropped to $148 million, which was 
approximately one half of what they were in 1929, and by 
looking up the records of the Canadian Pacific I saw thet 
percentagewise your revenues were just about in the same 
proportion that ours were, and also the same thing was true 
of the Class I railroads. 

THE CHAIRMAN: Q. Of the what? 

Be The’ Cives MF railways. 

MR EVANS: Q. Now, if I could go this far with this 
Subject of the use of Surplus earnings without transgressing 
on Mr, Foirweather's territory, I assume that as an account- 
ing officer of the front rank, Mr. Cooper, you would have 
views as to how the stabilization fund would be resorted 
to -- for example, what would be considered poor yesrs, so 
8s to justify drawing down from the fund some part of the 
funds in it. Would thet not be 3 fair assumption, es an 
accounting officer? 

A. I have not taken very Seriously the ides that we 
would ever build up 3 large surplus fund, Mr. Evans. I 
cannot visualize thot the net earnings of the Canadian 
National Railways will ever be in Substentisl figures, and 
if out of the surplus we ere to first take the improvements 
end then whatever is left or a portion of whstever is left 
is put into this fund, then if we have a deficit we Shall 
draw on the fund. I cannot visualize ever building up a 
fund of 8nay size. I do not consider this matter is very 
important at all. 

Q. Well, as an accounting officer, though, I think it 
would be fair to suggest -- both as an accounting officer 


end as  e vice-president -- your views would be available 
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and would be considered of importance in deciding whether 


in a given condition the fund would be drawn upon? 


A. Yes, I think they would ask my opinion, 


Q. I would think so. 
A. Yes, 
Q. Because actually as the accounting officer it 


would be some responsibility of yours to see that the 


conditions under which the fund was esteblished were ful- 
filled im putting money into it and taking money out of it? 
A. It would be a very definite responsibility. 
as” Lugo noteput: 1+ any higher than that. Now, still 
trying not to trensgress on Mr. Fairwesather's territory, 


I merely want to suggest to you this: Would that be ea 


fund in the sense of the term in which you would have 
money set aside end invested, or would it be an earmarked 
reserve? 
A. I would think it would be s fund. 
Q. It would be a fund? 
A, I think so, because -- if I could complete that? 
Q. Yes, 
| A. If it were not in funds, and we had 9 deficit 
end we had to meet that deficit out of a reserve, that 
| would not go very far, would it? 
| Q@. I am inclined to agree with you, but I wanted to 
See what your view was. Perhaps you remember, as I do, the 
way in which the Montreal budget was balanced by--- 
| THE CHAIRMAN: The Montreal whet? 
| MR EVANS: The Montreal budget was balanced by 
resorting to so-called surpluses accumulated in respect of 
previous years. 
@- You would not have anything of that kind in your 
| mind? 


A. I really do not know what you are referring to. 
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MR O'DONNELL: Thst is higher finance than we are 
used to. 


MR EVANS: Q. To put it perfectly clearly, you 


See whet I mean when I Say, if it is a fund the money is 


there, and invested presumably; if it is 9 reserve ear- 


marked merely for special purposes, the funds would be 
released which could be used for investment in the property 
or for reduction of debt and SO on? 

A. Yes. Then my onswer to that is that it would be 
8 fund as distinguished from a reserve. 

THE CHAIRMAN: Yes, but we must take thet in 
connection with its purposes, 

MR EVANS: Oh, quite.. I am not distinguishing 
purposes at the moment; I om distinguishing between = fund 
end a reserve, both heving the same purposes, 

THE CHAIRMAN: Well, whet is it called? Is it not 
called a stabilization fund? 

MR EVANS: It is called ea fund: 16 ts. eatted 4 
fund, but I wanted to get it clear on the record. 

THE CHAIRMAN: To establish a stabilization fund. 

MR O'DONNELL: And the first sentence Speaks of 
the establishment of reserves, 

COMMISSIONER ANGUS: Is it not described as a fund 
which was to be part of 3 reserve? 

MR O'DONNELL: Yes. 

THE CHAIRMAN: It is to be drawn upon in poor 
years with the view of sffording stability to the rate 
Structure and tending, to the extent of the fund from time 
to time existing, to postpone the necessity of applications 
for general freight rate increases. TI think that requires 
@ lot of explanation. 

COMMISSIONER INNIS: You would not favour the 


extension of that idea? Not thinking of the C8. 5 (RUE 
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extending it to the C.P., so that there wes 2 common sort 


of fund which was--- 


MR EVANS: Well, I was going to put thet question 
in due course to Mr. Cooper, It gets down to this, Dr. 
Innis, does it not, thet as far as the Canadian Pacific is 
concerned it must earn its fixed cherges, its dividend 
requirements and its Surplus requirements, and if the per- 
missible earning power should be such that there could be a 
Stabllization fund I think thet would meet the problem posed 
to me the other day by Dr, Angus, that you might thereby be 
able to provide e stabilization fund for teking care of the 
lower traffic years sand so-called poor years; but you must 


first, I think, have in mind that 3 privately-owned corpor- 


ation cannot just appropriate what it likes out of surplus 
for that purpose; it must have Something over and above 
whet its immediate requirements are.,..and..that., . thing, oa 

| perhaps the way I would point out whet we fear in the way 

| this proposal is made. 

| COMMISSIONER INNIS: Well, it would be intolerable 

to have it in the hands of one railroad and not in the other. 

MR EVANS: Yes; and particularly if one railroad 

| which was publicly owned can resort to a fund without fear 

that if it did resort to it and had a deficit that it could 
not meet it could go to the Government for relief; it would 
be very difficult for a private corporation to meet that, 
end it is to protect against that that I am concerning my- 

| self. 

| MR O'DONNELL: I might possibly sey this: It 

| occurs to me that in so far as this particular fund is con- 
cerned, or this reserve thet is referred to under that head- 

| ing of surplus earnings, it is really at this point nothing 

but a matter of tAnternal menagement so far as the Canadian 


Netionsl is concerned. At the present time, as I understand 
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it, Conadian Psecific is perfectly free to do those two 


things, provide out of surplus earnings a reserve to take 
care of expenditures for producing improvements end better- 
ments -- and my friend frankly said this morning that does 
not bother him; he can do thet. He can also do the next 
thing if he wants to, which is to set up 3 reserve for the 
pry pse thet is expressed there, to be built up in good 
years and drawn on in bad years. They are free to do that. 
THE CHAIRMAN: What is the meaning of this, Mr. 
O'Donnell, that this fund is to be used with the view of 
affording Stability to the rate Structure? 
MR O'DONNELL: Well, in so far as the Canadian 

National is concerned, it is free at any time, even as is 
the Canadian Pacific, to apply for 2 rate increase if it 
thinks it should so O65 The history has been lately, in 
the last number of years in eny event, that the application 
has been made usually through the Railway Association, but 
éll railways are free to make their own individusel applicea- 
tion if they so choose. Our road suggests here that if we 
have any surplus -- ond it is unlikely, as Mr. Cooper says, 
that it will ever get to anything, even with this adjustment 
thet is asked for in the first part of Mr. Gordon's state- 
ment; even if that adjustment be made, it is Scarcely likely 
that there would be any substantial surplus in so far as we 
can see. If there were, it would only be by reason of the 
fact that the rates established as they have been heretofore 
on the basis of the Canadian Pecific's requirements, would 
provide a surplus, would provide Something over and above. 
Now, if it provided it for the Canadian National it would 
have provided it for the Canadian Pacific. All the Canedian 
National is asking here is this, that this Commission re- 
commend that some consideration be given to that way of 


handling any surplus thet mey be in existence ot any time. 
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Now, in order to understend the reason for that, 


I think I should Sey this, possibly: It gets to the 


relationship between the Canedian National sand the Govern- 


ment. I read this morning the section of the Canadian 


Netional Railways Capitel Revision Act, section 10, which 


dealt with the surplus cernings and how they had to be 
handled, 


(Page 18996 follows) 
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Section 10 is very brief and I might just read it again. 

THE CHAIRMAN: Pardon me a moment. I want to 
make sure that I have that Act here. What year was it? 

MR, C'DONNELL: That was 1937, my lord; Capital 
Revision Act, Chapter ee, I George VI. 

THE CHAIRMAN: I do not seem to have it. However, 
do not wait for me. If you will read it to us, we will 
BEC on, 

MR. O'DONNELL: Section 10, reads as follows: - 

"10. Whenever the accounts of the 

National Railway System certified by the 

auditors appointed by Parliament show surplus 

earnings after the payment of all charges 

including interest on securities held by the 

public, the directors of the Canadian National 

Railway Company may cause to be paid over to 

the Minister for the Consolidated Revenue 

Fund all or any part of any such surplus 

earnings." 

That is the situation under the Statute. 

THE CHAIRMAN: And you want the Statute changed? 

MR. O'DONNELL: We do not want the StatUte 
changed. Insofar as I am concerned, the Statute is quite 
clear. 

But the understanding of the relationship between 
the Government and the Railway has to be made clear in 
order that the position be properly comprehended. 

The situation has been that in the past the practice 
has been to pay over to the Crown immediately following 
the conclusion of any calendar year whatever surpluses 


may have been accrued during that preceding year. 
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THE CHAIRMAN: Is that without using anything 
for betterments and so on? 

MR. O'DONNELL: Any surplus which they may have 
after they pay all charges, including the interest on 
securities held by the public. 

THE CHAIRMAN: That is all? 

MR. O'DONNELL: That is all. And in practice 
what they have done was to pay it over, although they do 
have that discretionary power as to "all or any part" 
of the earned surplus. 

All the earned surplus went to the Crown and that 
was by reason of the fact that the railway owed the Govern- 
ment as much money as it did. They had no choice really 
in handling that surplus, and it was turned over on mid- 
night December 31, at the end of the year. It went over 
to the Crown. 

We have asked at this point to have that interest- 
bearing debt converted into equity capital, and there is 
a possibility, in the circumstances, that there may be a 
little more surplus than there previously was. What the 
directors are asking is not that the Statute be amended. 

THE CHAIRMAN: To whom would we make our 
recommendation? 

MR. O'DONNELL: It would be, I assume, in your 
report. 

THE CHAIRMAN: But if they have the power to 
do this thing anyhow? 

MR. O'DONNELL: By reason of the practice which 
has existed in the past, they ask for a recommendation 
that they be allowed to hold all or any part. 


THE CHAIRMAN: Allowed by whom? By Parliament 
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or by the Cabinet? 


MR. O'DONNELL: By the Government. 

THE CHAIRMAN: Then our recommendation would 
be addressed to the Government? 

MR. O'DONNELL: Your recommendation as contained 
in the report of the Royal Commission when it is returned 
would be that you report and recommend what you think is 
reasonable. 

In the circumstances now the Canadian National manage- 
ment is firmly of the opinion that prudent administration, 
as Mr. Gordon says, of the property requires that reserves 
be established in good years, to be drawn on in lean years. 

And it is for that reason that they would like that 
recommendation from the Commission, that, in the exercise 
of their discretionary powers in the future, the Board 
give consideration to the matter of providing funds for 
these two purposes, the purpose of providing these additions 
and betterments to the railway, and also the purpose of 
providing a cushion that could be drawn on in poor years, 
insofar as rates are concerned. 

THE CHAIRMAN: I see all that. But Section 10 
Supposes a surplus, the very thing which Mr. Gordon supposed 
here. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: The same surplus arrived at in 
the same way? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: And Section 10 says that the 
Company: - 

" ...may cause to be paid over to the 


Minister for the Consolidated Revenue Fund 
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‘all or any part of any such surplus earnings." 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: But what happens if they do not 
cause to be turned over all or any part? Has that ever 
occurred? 

MR. O'DONNELL: No, I do not think it has ever 
occurred, and it is by reason of the past practice that 
they ask these things Pe permitted in the future. 

THE CHAIRMAN: You think they require some 
authority? 

MR. O'DONNELL: No, I do not think so. I think 
the Statute gives that authority. 

THE CHAIRMAN: Section 10 says:- "may cause". 
I suppose "may not" can be inferred; that they may or 
may net pay over the whole or any part to the Government? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: And otherwise, I suppose, they 
are Ipree? 

MR. O'DONNELL: Today they are absolutely free 
to set up those two reserve funds, without any request 
or recommendation. That would be my candid view; and I 
think my good friends of the Canadian Pacific could do 
it as well, if they so chose. 

THE CHAIRMAN: Would you go so far as to say - 
I know this question would require consideration and I 
don't want to force you into a snap answer - but would 
it be all right to withdraw this contentious part of 
Mr. Gordon's statement, and to leave the Act as it is? 

MR. O'DONNELL: That is something we could 
consider, and it might remove a lot of discussion, and 


dissipate fears which, in my view, are not well founded. 
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THE CHAIRMAN: Apparently the Board of your 


Company thought that there ought to be Something done 
about it. . 


MR. O'DONNELL: Because there was some doubt 
about Section 10. 


THE CHAIRMAN: Can we hear from Mou again? 
MR. O'DONNELL: I will do that. Anda I think 


that possibly would be the way to handle the thing and 
not bother the Commission with u ier 

THE CHAIRMAN: When the Statute is Satisfactary 
the way it is, I think it would be much better not to 
add to it. 

MR. O'DONNELL: I think so too; and I think 
that if the directors today wished to retain every cent 
of surplus, they are free to do it; and I think that is 


Something which the Canadian Pacific, and any other railway 


in Canada is likewise free to do. 
THE CHAIRMAN: You cannot expect us to make 
a recommendation and then to be told; That is all ready 
in the Act. 
MR. O'DONNELL: I can quite understand that, my 
| lord, but sometimes one has to act under instructions. 
However, my frank view is that we can do that today, 
and that it would clarify the situation for us to act 
as you have suggested. 

THE CHAIRMAN: Then we are to hear from you 
again, definitely in time for Mr. Evans to cross- 
examine on it, if he should still deem it necessary? 

MR. O'DONNELL: Yes, my lord. I will make a 
point of doing that promptly. 

MR. EVANS: I do think I ought to say this in 
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fairness to my friends and in fairness to the Commission. 
First, may I say that undoubtedly the Canadian 
Pacific should establish such afund. 
THE CHAIRMAN: Yes, 
MR. EVANS: And the only limitation upon the 
Canadian Pacific's ability to do that is to get sufficient 
revenue to do it. 

Now then, the consideration to which my friend refers 
is this: he rather suggests that all this means is the 
power to set up such a fund. 

Now then, I do not question his Sincerity in that 
Statement one particle. But I say this to the Commission: 
if they have the power today to set up such a fund and if, 
through the recapitalization which they propose, that 
power can be exercised so as to provide such a fund, then 
I think this Commission ought to see, by appropriate 
conditions, that that power, which involves the use of 
a fund set up only after a reduced level of fixed charges, 
Shall not be exercised so as to imperil the financial 
position of the Canadian Pacific. 

Now, I shall have express and explicit views to 
offer in due course on that subject, but I do not think 
my friend quite appreciates the problem that I have. 

If.this is a. proposal, whether or not it is within 
the power of the Company to do it today, it is the fact 
that the power may be exercised as a result of what 
takes place in reducing the application to the Canadian 
National, that constitutes a threat to the Canadian 
Pert ae « 

Perhaps I have not made myself quite clear? 


THE CHAIRMAN: Yes, I understand. 
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MR. EVANS: But it is the fact that I have no 


objection to the Canadian National getting relief from 


fixed charges. But if that relief is construed to permit 


all the money they may make, after they reduce the fixed 


charges, to be used, first, for this Capital fund, with 


which I have no Quarrel, and secondly, for rate StabiliZation 


purposes, then, as I am about to go into with the witness, 
in the years in which they do earn a very large surplus, 
that can, without a positive protection, afford this 
Si. tecuLuy: 
What I am asking for is a positive protection and 
not a negative protection, if I make myself clear. And I 
think my friend Mr. O'Donnell perhaps has not quite 
appreciated the position I DUT. 
MR. O'DONNELL: I think I quite appreciate 
the position, and I think that my friend's fears are 
undoubtedly unfounded. I do not think that they loon as 
large, in fact, as he seems to think in fact they do. 
Surely the Canadian National should not be precluded, 
I should think, in the circumstances, from using any 
Surplus which it may have as the proceeds of a just and 
reasonable rate previously fixed by the Board and heretofore 
fixed, and as at this date fixed, by the Board on the 
basis of the Canadian Pacific Railway. 
MR. EVANS: I agree with you. 
MR. O'DONNELL: We have not asked for that basis 
to be changed. 
MR. EVANS: I agree. 
MR. O'DONNELL: We have made no submission that 
the Canadian National should be the yardstick. 


I pointed that out yesterday two or three times. And 
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that being the case, if as a result of its using whatever 
basis the Board chooses to establish - and heretofore 
it has been on the basis of the Canadian Pacific's require- 
ments - some monies flow into the till of the Canadian 
National Railways - - 

THE CHAIRMAN: You expect that to happen? 

MR. O'DONNELL: I do not know. It may be that 
in some years we can expect a surplus and in other years 
a deficit. But in any year that we happen to have a surplus 
it is suggested we could use some part of it as we 
today could without any objection, for these two purposes. 

THE CHAIRMAN: That is all right. If you already 
have the power to do that under Section 10. I do not 
see how it restricts you there, 

Does your objection go that far, Mr. Evans, that 

Section 10 should be amended? 

MR. EVANS: No, sir. 

THE CHAIRMAN: You would leave it as it is? 

MR. EVANS: I have not thought of Section 10 
at all. May I state my position? 

THE CHAIRMAN: Mr. O'Donnell is asking for 
this thing which you find to be a bit dangerous, as far 
as you are concerned - I mean Mr. Gordon's statement on 
page 17 - and then Mr. O'Donnell says we do not need 
that anyhow because we already have that power under 
pection 10, 

MR. EVANS: Yes. 

THE CHAIRMAN: And you are looking forward, as 


I know he is, to the Canadian National's providing 
greater earnings in the future than it has in the past, 
are your fears not sufficient to carry you into questioning 


about what the Company may do under Section 10? 
MR EVANS: It is not Section 10 which is in my mind. 


(Page 19011 follows) 
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THE CHATRMAN: [I know, but. I say if he 
abandons what is on page 16, the Surplus earnings para- 
graph, then he comes back to section 10. Now then, 

Company 
section 10 says that in the case of such a surplus the 


may pay over the whole of it or part of it’ toe the 


Government. 

MR EVANS: Yes sir. 

THE CHAIRMAN: There is no obligation, you see. 
It is a "may". Then they would have that same surplus 


whether or not page 16 of Mr. Gordon's statement is 
followed. Then under section 10, if the surplus is large 
enough, they can build up this fund. Then you would let 
them do that, is that the idea? 

MR EVANS: If I may be permitted to express 
myself, sir, you see, the way section 10 operates today 
is that section 10 deals with surpluses after fixed 
charges. 

» THE CHAIRMAN: Yes. 

MR EVANS: Which are now on a level of about 
$46 million a year. Now then, I am quite prepared to 
concede without expressing any Opinion one way or another, 
that some relief from the burden of fixed charges may be 
required. What I say is this. If there is relief then 
one mustthink of wnat will take place in years in which the 
earnings would hawe been sufficient to pay that level of 
fixed charges, would have been sufficient to provide a 
very large surplus. 

Now then, I say that in those years those large 
Surplus earnings might properly be paid as a return to the 


equity stock holde:r, the Government. Unless that is done, 


that is in those yrears of large earnings (which I don't 


think are as far reemoved from possibility as our friends 


é hy 
apne’ 
Arai 
rh 


‘ 
mrery 
. 
b 
4 ihe 
i] { 
: hake 
4 
me 
rere ll 
o~ | 1 i * ; 
a ay te j iy 


r 
f @ivew 
* 
; MNS 
py ; 
% 
pity 
7 aa ale 
Re 
q 
» 
= ih ‘7 
¥ 
ee! 
Pin ; 
jon x 
oe 
tots “ (’y 
1 SM WA : 
aye py pete? decd ™ 
ear fs nt Sg i 
ge j hy teat ey A 


tad nr a ‘$MORATAHD, $F 
oune 


ned: fo eit eee 


~CREG SaThITses EAE nee, okt yar baeq' no 
Of co ttete oF 


doue Yo eens weed it.4 


3 oy & 
Veer mn] Le 


Loy 
cial 


= 


are Spr aieye 
the. DOL cer ive 


ey’ {96 yf 


to efor ottt <oyin. 


+ AMAT AD GED 


we" 
todd nodt "ye" eo eh gr en) 
+o OL $g2q toa "9 nedteore 
shoves TSehoy ms oT 
au biitud Ne Jguon’. yen 


ont dont af . tend ob mem 7 
. | shah 


+ he al’ ct 

a : BRAY a HM 
7 a ae P 
Tha t* A : a a 

Fe & 
a3 Lee) MOLES 


=] 
at 
3 


Pak hel , Yr ity 


airlaestaxe Joos lw 


ott mort oiler 


it} af wae Lf tad. 


| 
Pee 


RAR pes 


sa neaa- dani bivou esateres 


mh 
svat Bikvem sasaaada: cae SS ae 


ris M 


awe vgrel al ; 
dent eee Rs nent mon 


hen ad dente oa ‘gh, oa ue 
Smee ea set : 


ari axa af nottoed 


Sahin j 


ye Thee 


fw ¢geaw 79 Heathen ‘eno | i: 


ae, FOF 


Yi 
¥9¢ © 
doom seb nye 


x 
‘sia aro 
E wn ex - 


8 


fey, 


dais. st at a 


Sea teion) Ne 


e* a 
at J ; 
sbhesnoo, | 

ie, se 

sma aie | 7 
ae? 

y 7 a al f 

a LES. ENP or ae 


. i F 

a 
ae 

_ 


= 190 Bie. Mr. Cooper cr. ex. 


as our frinnds think) in those years that fund could be 
built up and could Prevent increases in freight rates 
which are necessary to keep us alive. 

Now, you see, it doesn't make any difference whether 
they ask that section 10 be amended or not. I say that 
aS a condition of the revision of the capital structure 
you should do one of two things. One, the statute which 
they had to have,to have the provision, should so prow ide: 
(a) the Canadian Pacific should not have its requirements 
overlooked,or (b) that the Canadian National Railway 
Company should be allowed to ‘earn a return on the 
equity capital. I don't say it shoudd be required to, 
but should be allowed to, before it can be used as a 
weapon to get rates reduced. I don!t care whether they have 
got power to do it today or not. It makes no difference. 

THE CHAIRMAN: If it is only to be allowed to, 
are you getting any further ahead? 

MR EVANS: Oh, yes, 

the CHAIRMAN: Are you? 

MR EVANS: Yes. I quite gee my friend Mr 
Cooper's position. He says: "I don't want to be compelled 
to earn this money to meet these fixed charges. It is 
odious to me to be faced day after day with deficits 
which are represented by fixed charges which I cannot 
regularly earn." Now, I am taking a sympathetic 
position; I don't know what the real Situation is but I 
am prepared to take the sympathetic view that that may be 
true and relief may PC raids od But I say: Don't over- 
look the coat may have earnings, even the 
possibility of earnings, which then should be available to 
the equity security holders. 

THE CHAIRMAN: Should be? 
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MR EVANS: Yes, and not to build up a fund 


for so-called rate Stabilization purposes. I don't 


care whether they have got the power to do it or not. 
Once ‘the changed capital structure makes it pessible, 
then I say protection should be given. 

COMMISSIONER ANGUS: But with either of yow 
hy.potheses one would have to amend section 10 to some 


extent I suppose? 


MR EVANS: Well, they will have to amend this 
Act ‘to get this capitalization done. 

THE CHAIRMAN: You see, section 10 in itself 
is a capitalization act. Is is not the Railway Act, it is 
not the Canadian National Act itself: it is a revision 
ect. 

MR EVANS: They will have to have some legisla 
tion and whatever legislation they have--- 

THE CHAIRMAN: Did I understand you to say 
that the legislation should provide that it must take care 
of this equity stock? 

MR EVANS: If there are earnings. 

THE CHAIRMAN: Yes, before they can have a 
Surplus. 

MR EVANS; Before they can have the kind of 
Surplus that could affect a rate stabilization fund. 

THE CHAIRMAN: Then you do want some provision 
to that effect. 

MR EVANS: Oh, yes, very Gerinitiy, 

MR O'DONNELL: As Dr. Innis suggested if 
everybody had some kind of fund that would possibly take 
care of the trouble. 

COMMISSIONER INNIS: I think there are two 


points there. There is one - and I am not sure that 
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Mr. Evans would agree. If you were to complain if the 
C.P.R. were to build up @ fund (and I see no reason why 
you should not complain just as the C.P.R. would complain 
of your building up a fund) after all it is going to 
affect your position and the railway structure. Then there 
is the other problem ( and I am sure Mr. MacPherson will 
Speak about it) that the Provinces have a ve.ry important 
stake in whatever policy is being followed. 

MR Mac PHERSON: That, Mr. Chairman, was just 
what I was going to say. TI have listened with a great 
deal of intersst to the discussion between our friends of 
the railways, and I just wish to say a word from the 
standpoint of the Shipper as I think ultimately this 
matter must affect him. This fund which is apparently so 
innocent and which wags intended to achieve something very 
Splendid in the matter of controlling the freight rate 
structure, after all, after the discussion we have had here, 
Just how in the last analysis is it going to affect the 
shipper? If the Canadian National has it and establishes BO a 
then the Canadian Pacific will have it tomorrow or try to 

| have it and establish it. And so far as the shipper is 
concerned in respect of the establishment, there will be 
ultimately «a need or requirement of the 

railway established. 

THE CHAIRMAN: A requirement of what? 

MR MacPHERSON: A need or a requirement. This 
fund, the existence of this fund, will be Something that 
will be required. [In railway policy as testified and ag 
Mr. Cooper very frankly stated yesterday, in the long run 
freight carries the load. That is consequently why as a 
shipper and on behalf of the shippers--- 


THE CHAIRMAN: You are afraid of applications 
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to increase freight rates necessary to build up a fund 
to keep them down. 

MR Mac PHERSON: Exactly my point. I mean, 
we only have to go through the recent history of the 
railways. #t is only so recent, according to evidence 
that has come out here, that the one railway started 
depreciation accounting and the other does likewise. They 
both have it. One sets up a deferred maintenance fund 
and the other does. I am not complaining of that, but I 
am saying that by the same token if this sort of fund is 
established by one company it is going to be established 
by the other, and in the long run it will be the shipper 
that pays. Consequently however well intentioned the idea 
of this fund may have been, I think that the Shipper must 
be the man who in the last ' place must investigate 
most carefully just how it is going to affect him. And I 
fear it notwithstanding the very desirable suggestion that 
Is made that it is for the purpose of controlling the 
freight rate structure. 

MR FRAWLEY; Mr. Chairman, I put it a little 
more bluntly. Mr. Evans fears Mr. O'Donnell, but I fear 
Mr. Evans. Mr. Evans is at the moment the rate-making 
railway, and he says very glibly: "Oh,yes, I don't doubt 
at all that we, the Canadian Pacific, could set up such a 
rund”. 

MR EVANS: I don't say that at all. 

MR FRAWLEY: I .challenge that completely. The 


Canadian Pacific today could not set up a fund for the purpce 


of postponing the necessity of applications for general 
freight rate increases. They are a regulated body. The 
Board of Transport Commissioners would have to say; "What 


is going into that fund, where is the money coming from?". 
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It could be put very simply this way, if I understand it, 
although I think we are al] very impolite not to wait until 
Mr. Fairweather tells us what it is intended to do; but 

Mr. Evans is trying to say that he thinks he may have, and 
this is why he may have one, that it might be hard to inves- 
tigate. To put it bluntly, he would be charging today so 
that he would not have to charge too much ten years from now 
or two or three years from now. I object to that. 

My company may be out of existence in two years but I 
will be paying charges today. In the natural course of my 
company it might have worked out its existence in two years, 
but my level of freight rates would be too much to carry my 
taffic today, but not too much on the basis that it is 
going to help carry some traffic that may not originate 
until three years from now. 

Now, in anticipation of what Mr. Fairweather says 
as to how this rate stabilization fund might work out, I 
challenge firstly the right of the railway to build up any 
such fund, because all they are entitled to do is to have 
sufficient money to charge fair and reasonable rates as of 
today - not as of some day in the future. T just wanted 
to go on the record as challenging the right of the rate- 
making railway, the Canadian Pacific, to set up such a fund. 

MR O'DONNELL: It is only on the Surplus earnings. 

MR FRAWLEY: Then .let the surplus earnings go 
to rebate the the freight rates. 

MR O'DONNELL: I would suggest that wuat is done 
with surplus earnings which have only been obtained after the 
Just and reasonable rate has been set and fixed, what the 
owners of the surplus earnings may do with them must be their 

business. 


MR FRAWLEY: Too much their business. 
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MR O'DONNELL: It cannot be too much ~~ +6 the 
extent that there are any surplus earnings, that this fund 
could be set up. Now, what the railways do with their 
Surplus earning, their justified and legal surplus earnings 
8s allowed to them through the rates as controlled and fixed 
by the Board of Transport Commissioners, surely must be 
(hel Poattair., Now, we would only have a surplus or surplus 
earnings today on the basis that just and reasonable rates 
had been fixed by the Board on the basis of the requirements 
of the Canadian Pacific Railway. That is the way it stands 
today. 

Now, if we have any surplus earnings after the rate 
has been fixed on their requirements and we have something 
left, we ought to be free to handle that as we see Flay 
and that is all that is Suggested. 

NOw, it may be in the final analysis, my lord, that 
this having created a certain amount of interest, probably 
the best way to deal with it is rather as your lordship has 
Suggested,that after we have heard Mr. Fairweather and I 
have information from my people-- 

COMMISSIONER ANGUS: Isn't there Some danger in 
the way in which you use just and reasonable rates, of 
begging the question, because the rates are just and reason ~ 
able if they give a certain return to the Canadian Pacific 
Railway? 

MR O'DONNELL: That is right today. 

COMMISSIONER ANGUS: And you say that out of 
these just and reasonable rates a surplus might be built up. 

MR O'DONNELL: Yes. 

COMMISSIONER ANGUS: Now, the question would be, 
are just and reasonable rates rates which would include that 


Surplus which would enable it to be built up; or are they the 
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rates which would exclude it? Now, if you say just and 
reasonable rates are rates fixed by the Board and are 
therefore just and reasonable, that is a truism, that is 
& proposition in terms in the legal meaning of the word. 
But if you say that just and reasonable rates are in some 
way the proper or right rates according to any test, then 
the rates fixed by the Board are themselves open to question. 
Somebody could come and Say that these rates ere not just and 
reasonable today because Something has happened, and if the 
fund were allowed, would not rates which have been just and 
reasonable before it wags instituted to be just and 
reasonable and a higher rate be required for that test of 
justice and reasonableness? 

MR O'DONNELL: As I understand that question 
the Board of Transport Commissioners has 2 continuing day- 
to-day control over the rates, and the Board has fixed rates 
on the basis of the financial requirements of the Canadian 
Pacific Railway. We have asked for no change in that 
before this Commission; there is no submission that that 
be changed. Now, these rates have been fixed on thig 
basis, that the financial requirements of the Canadian 
Pacific Railways are their operating expenses, their fixed 
charges, their reasonable dividends and a reasonable surplus. 

COMMISSIONER ANGUS: Including this type of 
surplus? 

MR O'DONNELL: Yes, in the broad sense, and all 
I am saying is when I come to deal with my surplus,, which 
we may have after those things have been provided for on the 
basis of the Canadian Pacific Railway - if there is any 
Surplus, and the surplus has usually been Something in the 
n€ighborhood of half of the going money rate_, something 


of that kind, (w are talking about no huge sum, I don't 
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think in the final analysis) but if a surplus is to be 


permitted by the Boarg of Transport Commissioners, is to 


continue to be allowed, a reasonable surplus, 


(I don't think anyone will question that) then that reason- 


able surplus getting into the exchequer of the Canadian 


Pacific or into our Claas belongs to the railroads, and may 


be used freely by the Canadian Pacific as it 
oe as oh rae 


chooses to 


(Page 19020 follows) 
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-~19020- Mr. Cooper, cr-ex. 
It 1s not an edditional smount that we are asking for. 
I would like to Clarify that. We are not asking for an 
additional factor in the rate to provide this so-called 
Surplus. We are merely asking that the surplus--- 

COMMISSIONER ANGUS: As I understand Mr. Evans! 
POLA GO rs really this, that the test in accordence with 
which the Canadian Pacific Rsilway gets a relatively small 
Surplus might under certain circumstances give you a 
relatively big one, and then he is afraid of the dreg of 
that big one on the future rates. 

MR O'DONNELL: Well, if that arose, would not 
the situation have to be Switched then? And possibly 
there would have to be an adjustment of rates on another 
basis, because on that basis the Canadian Pacific would 
StL be thhe yardstick, and I am not asking that thet be 
chenged, so that I can only get the relative amount thot 
the Canadian Pacific requirements permit me to have. 

COMMISSIONER ANGUS: If there is 2 contingency in 
which the basis must be chenged of fixing rates, surely 
any recommendation that we make must teke account of that 
contingency. 

MR O'DONNELL: Yes. 

COMMISSIONER ANGUS: If that is involved, one 
would want some explensation of it and some recommendation 
about it. 

MR FRAWLEY: Dr. Angus, in support of what you 
have been saying, I think that if you look at page 26 of 
the judgment of the Board of Transport Commissioners in the 

30% Case you will see there precisely what this surplus, 
this so-called surplus, was in the beginning when it was 
first requested by the Canadian Pacific Reilway. It was 
then $15,235,000, and, strange to relate, it still remains 


Since 1946, it still remains the surplus thst they wish and 
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request, 


"The Canadian Pacific Reilwey Compeny did not 


furnish particulars of how the smount of $15,235,000 


| 
| 
| 


asked for Additions and Betterments to Railway 
Property (Net efter Retirements)! was made up. The 
company assumed that the expenditures on this sccount 


for 1947 would be no less than they were established 


to be in 1946. No detailed estimates were made. On 
| the other hend, the Canedien National Roilways, in 
their Exhibit 187, give the detailed items which go 
to make up the $16,777,000 which they ask to be 
éllowed as s requirement for additions and better- 


ments." 


It is quite true that the Board went on and Said, 


"We will not give them this $15,235,000 ss additions send 

betterments net efter retirements. We prefer to say they 

Should have something by way of a surplus.” Pine=s-- but 
r nevertheless the railway came to the Board in 1946 and 
| asked for $15,235,000 for additions and betterments to 
railway property net after retirements. I say, in 
Support of whet I ssid « few moments ago, that nothing in 
that ever was intended to go into a fund of this kind, to 
charge me too much today so they won't have to charge me 
too much five years from now. 

COMMISSIONER INNIS; Suppose the Commission were 

to find, sfter studying the problem from various angles, 
| that the C.P.R. should not be the yardstick; whet would be 


the position of your surplus earnings? 


MR OM'DONNELL: Wheat would be the position of our 
Surplus earnings? 

COMMIISSIONER INNIS: As it is worked out in this 
Statement, 


MR OO'DONNELL: You mean on Mr. Gordon's submission? 
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COMMISSIONER INNIS: Yes. 

MR O'DONNELL: Well, if we had any surplus earn- 
ings we would be allowed to use them to the extent thet 
the directors thought it was right to provide sdditions 
and betterments sand put 8 cushion aside for the bad yeors, 
and then pay over to the Government under section 10 what- 
ever we might have. There is no intention in so far as 
this surplus is concerned -- it is 2 misnomer, as I see 
it.-- there is no intention to build up 8 huge fund. That 
is not the intention at Ie ee Oe relatively smell 
amount. We do not expect lerge surpluses. Our friends 
ere more hopeful, and [I hope they sre right. But if we 
happen to have any money there we want to use it in thet 
Woy. 

Now, I would further Say this: We have no right 
today, as I understand the Cenadian National Reilway set-up, 
to make expenditures for capital additions and things of 
that kind without the authorization of Parlioment. We must 
GO every year with our capital expenditure budget and have 
it approved. We are not asking that thet restriction be 
removed. We sre not asking to have the fetters taken off 
in any way in that respect. We are still content under 
Section 21; if we want to build 3 branch line we have got 
to go and get express approval, and each year, -and next 
week or the day after tomorrow I think Mr, Cooper is to go 
Over there with his budget, and any edditions end better- 
ments of 2a capital nature have to be Submitted to Psarlisment 
end approved by Parliament before we can méke them. We are 

not asking that that be removed at all, but we are simply 
Saying the baszis of the Canadian Pacific's requirements sare 
reflected in the rate, and if there is anything left by way 
of a surplus, then we should be allowed to dispose of that 


Surplus in what seems a prudent business management way, as 
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Mr. Gordon termed it: 


"Prudent business menogement end judgment hove 
Slways approved the establishment of reserves in years 


of financial Prosperity for use in the leaner years," 


Unless the railways are to be kept absolutely 

| flat, without anything in the till to come and go on, then 

it does not seem to me unreasonable to meke this Suggestion. 
Now, this Surplus thet Mr, Frawley referred to -- 

if he had gone on to the next page of the judgment he 

would have seen there 3 whole list of cases in which 

Surpluses of 2 per cent on the totel value of the company's 


plant, 2 per cent. 


-- Surplus on the average capital 
Stock, 2 per cent on the Ccapitel investment -- any number 
of variations for 3 reasonable surplus. 

Now, this surplus of $13 million that Exhibit 
| 246 shows, es Mr. Cooper points out, even if we hed the 
| $03.6 mild ors~ it! 1s: three Quarters of one per cent. We 
are talking about relatively trivial Sums, ond I think 
possibly the Chairman was right when he indicated that it 
might be well just to forget the whole thing. 

THE CHAIRMAN: You See, Mr. O'Donnell, as I view 
it, 1f we should accept snd adopt the proposals contained 
in your brief and expounded by Mr. Gordon as to your capital 
Structure, thet would require legislation, would it not? 

MR O'DONNELL: Yes, my lord; the pert as to the 
edjustment of the capital debt, that would require legisla- 
tion, yes. The other is merely a request for 3 recommends- 
tion. 

THE CHAIRMAN: Well, just a moment. This section 
10 that you refer to is the other statute sbout capitelize- 
tion. 

MR O'DONNELL: Yes, my lord, 


THE CHAIRMAN: In 1937. 
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MR O'DONNELL: It deals with surplus or ceficita, 
both. 

THE CHAIRMAN; Now, the point is this: Are you 
Just to leave that statute there to nn on, except as 
the new statute mey very it? 

MR O'DONNELL: Yes, 

THE CHAIRMAN: Would you not require a new 
Statute which would provide, among other things, what you 
are to do with s Surplus when you have one? 

MR O'DONNELL: I do not think we need it today. 
That would be a restriction of our power, wouldn't it? 

THE CHAIRMAN: Well, today you are told Tle, 
what 8 surplus is. It Seys that in the first place it is 
certified by the suditors sppointed by Perliament, and it 
shows surplus earnings after the payment of all charges 
including interest on Securities held by the public. Now, 
erate VOL ier 81-1. charges including interest on securities 
held by the public. Whatever you have over and above that 
18 surplus, isn't 1¢? 

MR O'DONNELL: We take it up the hill and hana it 
over, 

THE CHAIRMAN: Everything over that is Surplus, 
and you may or may not pay pert of thst surplus or the 
Whole of that surplus to the Government. 

MR O'DONNELL: The practice has been that we do. 

THE CHAIRMAN: So far as I can see, you may use 
the whole or part of it, just as any other company, 

MR O'DONNELL: Absolutely. 

THE CHAIRMAN: Payment of all charges including 
interest on securities held by the public. As I said, I 
think you are disposed to accept that propossl, Mr. O'Don- 
nell. All this had better be gone inte, 2 think: 

MR O'DONNELL: I am very glad to do that, my lord. 
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-19025- Mr. Cooper, cr-ex, 


THE CHAIRMAN: That is, the bearing of present 
legislation upon your Proposal, snd the kind of legislation 
that would erise if your Proposals are accepted. You have 
heard whet Mr. Evens hes been saying as to what you should 
do with your money before you do have 3 surplus. 

MR O'DONNELL: Well, under that Statute--- 

THE CHAIRMAN: Equity stock--- 

MR O'DONNELL: Anq@ who owns the equity? The 
Government. And who gets any surplus there is? The Govern- 
ment. It is s hunared per cent psy out as far os I am con- 
cerned, on the practice that has been followed to date; it 
is ea hundred per cent pay out. 

MR MACPHERSON: There is snother question, of 
course, and that is the question I want to know about: 

Who pays the freight, and whet effect does it have on the 
Peyment of freight? This is just something new. What we 
fear, very EvVenkly, ie something new, 92 new fund that is 
going to be created. My friend says he is not asking today 
that the C.N. be the yardstick; that is, he is not asking 
8s of today, at this time. The thing is a bit indefinite. 

THE CHAIRMAN: I know it is. 

MR O'DONNELL: Do you want us to be the yardstick? 

MR MACPHERSON: I am Saying at the moment that I 
do not know what you are going to be, and so far ag this 
particular proposition of yours is concerned, I think I see 
in thet that which will ultimately mean a greater request 
from the freight payer. 

MR O'DONNELL: Well, that is certainly not my 
understanding, Mr. MecPherson. If you have eny fear of that 
kind, I am quite happy -- at least, I would think that the 
people who ere directing your railwey, which you own, end 
the farmers own, and everybody in the country owns, will be 


very happy -- to meet your views on that. I do not think 
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that the intention wes to do anything other than to try 
to run this compeny on a business basis, and in the fatter 
years to take a little bit for the leaner years, 

THE CHAIRMAN: [It seems to me that whet you have 
in mind here is some money which will enable you to carry 
on--- 

MR O'DONNELL: Without asking for en increase, 

THE CHAIRMAN: On rates which have become too low. 

MR O'DONNELL: That is right, no question sebout 
it. 

THE CHAIRMAN: And Mr. Evens is afraid of it for 
that reason, and Mr. Frawley and Mr. MacPherson ere afraid 
of it because they think it may lead to ea fund which in 
course of time would be looked to as 3 fund that must be 
Supplied out of the rates, 

MR O'DONNELL: That is not my intention. On my 
basis, at least the C.N.R. basis, there is no intention to 
ask for any greater rate than prevails today, and if we 
can save something out of it, that is whet we sre--- 

THE CHAIRMAN: Haven't we had enough of it now 
For today? 

MR O'DONNELL: I think SO, yes. 

THE CHAIRMAN: We would just be beating the air 
from now on. 

Now, is that satisfactory to you, Mr. Evans, to 
let Mr. O'Donnell come back here with 2 more definite pro- 
posal? 

MR EVANS: I think he should. 

THE CHAIRMAN: I mean without going on today, 
unless you feel that you have to. Mr. Fairweather has 
been here, warming up for--- 

MR EVANS: Well, I would like to get this cross- 


examinetion done. I would prefer to finish it. I may 
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point up some other questions--- 

THE CHAIRMAN: But remember, we edopted a rule 
at the very beginning that anybody coming elong with 
@ case to propose could soy, "Well, now, we have another 
withess who is going to answer these questions better 
then the one in the box," we were to abide by thet, and 
we have done so far, 

MR EVANS: TI have no objection to leaving the 
stebilization fund asides 1fi thate teawist your lordship is 
Suggesting. 

THE CHAIRMAN: That is 81l I have in mind, 

MR EVANS: Oh, I have no objection to that, 

THE CHAIRMAN: The disposal of surplus earnings. 

MR EVANS: I am quite prepared to do that. 

THE CHAIRMAN: Leave that aside? 

MR EVANS: Yes. I hope it will be understood, 
Sir, that if end when the proposals sre made I ean still 
come back and have Mr. Cooper here. 

THE CHAIRMAN: Oh, of course, because we are 
just es much concerned 3s you are about the proposal. 

MR EVANS: Q. On the question of the earning 
power for the future, Mr. Cooper -- ond in that connection 
I want to ask you to consider with me two sheets of an 
exhibit which I have called restatement of results with 
recapitalization plan in effect from Januery 1, 1940, on 
two bases. Now, with that before you -- and before I ask 
you any questions about it I want to leave this thought 
with you, because I know that you felt in your answers to 
Mr. Covert that 3s statement of this kind would be un- 
realistic, and I want to lay the foundation for it with 
you in preliminary discussion before I examine you about 
it. With thet in mind, then perhaps you would deal with 


the questions that I have to ask you. During the wer 
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yeers, Mr. Cooper, we hod what up to that time was an 
unprecedented volume of traffic? 

A. Yes, 

Q. Since the war years there hes also been what 
might be considered an unprecedented volume of peacetime 
traffic? 

PSceres.. 

Q. Now, I have in mind, and I am going to suggest 
this to you, that the traffic volume of the Canedian 
Pacific, which I think very largely was duplicated by the 
Canadian National, in the year 1948 measured in revenue 
freight ton miles was only exceeded in two yeors~of thie 
wer. I suggest to you that those years are 1944 end 1945? 

A. Did you say 19489 

Q. 1948 was exceeded by three years, namely, 1944, 
1945 (which were war years), and the year 1947, which was 
8 post-war year? 

A. Measured by ton miles? 

Q. Measured in revenue freight ton miles. This is 
already in the record, Exhibit 188. The revenue freight 
ton miles in 1948 on the Canadien Pacific were 25,218 
million, in 1944 they were 27,375 million, in 1945 they 
were 27,251 miliion, end in 1947, Slightly in excess of 
1948, at 26,201 million revenue freight ton miles. Now, 
taking the figure of gross ton miles in transportation 
Service, the same exhibit shows that for the Canadian 
Pacific the gross ton miles in trensportation Service were 
in 1948 70,054 million, end thot was exceeded only in those 
three years 1944, 1945 and 1947, Now, I think you will 
egree with me that, while I have not got the figures for 
1949, and there was some drop in volume of treffie in 1949, 
measured i terms of revenue freight ton miles or gross 


ton miles 1.949 would be et least as high as the average for 
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the wer years, Would you ogree with that? 

A. The average? 

Q@. The average for the war yeers? 

A. Yes. 

Q. Now, I think it is equally clear that during those 
wer years the Canedian National wes able to earn Substantial 

Surpluses? 

A. Yes. 

Q. Now, I want to Suggest to you that, epart from the 
acquisition of the Newfoundlend Railway end the Temiscouata, 
which I am quite prepared to leave eside for the moment -- 
and I won't forget, I promise you -- the position of the 
two railway compenies today in relation to the volume of 
traffic is only worse, becsuse of an imbalance between 
rates and costs, than it wes in the war years? 

A. As fer as the Canadian National is concerned, that 
is the situation, I believe, that the immediate difficulties 
8s opposed to the long-term difficulties result from the 
imbalance between increased costs and increased expenses. 

Q. I am not asking you to go all the way with me 
yet. I am just esking you whether, apart from the 
acquisition of the Newfoundland Railway -- which I quite 
concede is a Special consideration, and we will come to 
that -- end the Temiscousta, the position todsy measured 
in terms of traffic volume would, but for the imbalance, 
enable the Canadian Netional to earn substantially the 
wartime surpluses? 

A. 2 should say so, yes; L- would agree with that: 

Q. Now, as for the future -- I think we need not 
get far apart on this, either -- as for the future, there 
will be declines and there will be upward trends in 
traffic; but would you agree with me to this extent, 


that there is s relation -- I em not asking you to say 
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what relation, but there is some relation -- between 
population sand traffic, on the average? 

AEPOAsce Benerality, yes. 

Q. Well, thet is 8ll I am asking. Now, es the 
population of Canada increases, the trend -- I am speeking 
now of average traffic volume -- the trend ought to be 
upward in traffic? 

A. Apert from competition, yes. 

Q. I want you to make that reservation, because I 
have it in my own mind. So the trend should be upwerd, 
apart from competition? 

Ay Vee: 

Q. Now, I suggest to you that it is not improbable 
that even with declines from time to time you will have in 
terms of traffic volume yeers es good as those years like 
1949, 1948 and the wer years -- in terms of traffic volume? 

A. In the immediate future or--- 

Q@. I am saying in the future; I do not care whether 
it is the immediate future or the far distant future. 

A. I would agree with that. 

Q. So that on the essumption thst this imbalance is 
corrected es between rates and costs, I am suggesting to 
you 2 distinct probability that, os time goes on, and 
assuming the imbalance is corrected 3s it should be, the 
conditions which gave rise to the wertime Surpluses of the 
Canadian National ere quite probably going to arise in 
future? 

A. When you say the imbalance is corrected, do 
you mean in its entirety? 

Q. As between rates and costs -- I do not mean every 
dollar of increased cost should mean increesed rate; I 
mean 2 eee in the sense that we have been discuss- 


ing it, that so far as is necessary to provide needs or 
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fair return the rates Will be increased? 

A. Before I answer thet question, allowing for 311 
the increases which have taken place -- I am Speaking now 
of the 8 per cent last October and the recent one -- those 
things in full effect, we are $46 million to the bad on 
the imbalance account. Now, my question is, to what 
extent is the $46 million going to be edjusted? I said in 
its entirety, ond you said, well, not to the last doller, 
but--- 

Q. I am sorry; I misunderstood you. May I get at 
once on 3 common basis with you, When I spoke of im- 
balance between costs and rates, I thought I was Speoking 
of the same thing you were, that is to say, that the im- 
balance or the extent of it would be measured, not by the 
actual dollar increases in costs so much as the proper 
earning power of each of the railway companies. That is 
tO say, if you hed a proper earning power esteblished -- 
you would have to give effeet to traffic volume -- the im- 
balance would be restored when the rates were such that 
the earning power thst was permitted had been esteblished. 
Have I made myself clear to you? 

Bo, dam airaid not. 

Q. Well, let me put it to you this way: In the case 
in which you put some figures on the record you showed the 
extent to which the increased costs of labour and materials 
have been met as @ result of freight rate increases? 

fy) Ve Si 

Q. Now, I think it would be agreed that it would not 
necesserily require freight rate increases to restore the 
balance represented by the increase in dollar costs of 
lebour and materials? 

A. You mean to completely equaltize the additional 


cost? 
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Q. Yes, Supposing you had increased costs of $100 


million 95 year, it would not follow eutometically that 


you had to have $100 million 
A. 


of increases in freight rates? 
Thst is the point I was trying to get from you: 

To what extent is this margin to be perpetuated or brought 
| into ogreement? We Sterted off in 1949, as I soid, with 


increased costs of $180 million, ogsinst which we hed in- 


creased revenues of $101 million, 


of $79 million, ona 


SO we had on imbalance 
egainst that we have had about $33 
million of additional revenue by increases which were not 
in full effect during 1949. So we ore Still $46 million 
Short of being compensated for the edditional costs, 

QI think F understend you now; I did not before. 
At all events, when we Speak of imbalance we mean the 
amount by which rates are short of meeting what you should 
be getting? 

a oo, 


Oe Meroe ee) pie an by imbalance. I do not meen 


dollars of increased cost necessarily. Now then, I suggest 


to you thst this imbalance ought to be restored? 


A. I egree with you, 


Q. Or redressed? 

A. If the economy of the country will stand iy ae 
agree with you. 

Q. Now, if you put that qualification in there, I 
think I an bound to esk you this: At least so far ss the 

Canadian Pacific is concerned, and if costs ore rising, 

usually prices and national income are rising; is that not 
likely to be true -- and quite apart from this question of 
competition? Are you Suggesting thet the country cennot 


efford the Cansdion Pacific? 


A. No, I am not Suggestinges that at ell. 


OG. Then perheps I misunder*stood your quelificstion. 
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A. And I em not esserting it. I say provided the 
economy of the country will permit, then I would agree 
that the imbalance Should be adjusted by increases in rates. 

Q. Well, you are not by that qualification suggesting 
thet you have views that the economy of the country cannot 
efford--- 

BS JNO5°2 do not Say it cannot. On the other hand, I 
do not assert thet it econ, 

Q. Well, as long as we understsnd one another; but 
it is no’ part of your assertion thet it cannot at the 
moment. Now, essuming that thet imbalance is restored, 
I suggest to YOu -= I am not esking you to Say thet it is 
going to happen, but I Suggest to you that there is at 
least a probability that, having regerd to the two factors 
of growth in population and the necessity for restoring 
the imbalsence of which we heve been Speaking, the Canedian 
National may expect in some yeers surpluses at least as 
high as in the war yeers? 

MR O'DONNELL: What year will that be? 

MR EVANS: I am not Specifying, Mr. O'Donnell. 

I have reserved two things; Mr. Cooper cen reserve those, 
too. 

THE WITNESS: I agree with you, Mr. Evans, that 
if this imbelance is removed, if there is some equilibrium 
established between incressed costs and incressed revenues, 
the Canedion Netional Railway would in years of high traffic 
volume have reasonably good surpluses, 

MR EVANS: Q. I was hoping perhaps you would go 
8 little further with me. You would have probably in some 
years surplus of the magnitude that you had during the war 
years? 

A. I question thet very much. In 1943 we earned 


263¢ out of every doller after we had peid our operating 
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costs. In 1949 we earnea 43¢ out of every dolloer. 

Q. Well, there WoS 2 period of imbalance, though? 

A. Yes. You are Suggesting, though, or you were 
putting it to me, that there was some expectation that the 
43 would be put back to the 263. I will sgree with you 
thet if we ever ct to the point where we can take 25¢ out 
of every doller of Gross revenue and keep it efter peying 
all our expenses, yes, we shall have some Surpluses, 

Q. Well, I om Speaking now in terms of traffic 
volume. I think you cannot really assess Operating ratio 
except in terms of traffie volume, and I wanted to get on 
8 besis where traffic volume in these few years -- perhaps 
you cannot name them, but I om Suggesting the possibility 
that there would be a4 few years where you would heve at least 
88 much traffic volume, end therefore, with the imbalance 
redressed, at least as much net. Now, thot is 511 I om 
asking you, to envisage the possibility. I am not asking 
you to specify the years. I am leaving out -- and I om 
going to come back to them -- the Newfoundland Railway and 
the Temiscouatea and this question of motor competition. All 
I suggest to you is that in future it is not improbable, and 
in fect I would Suggest to you exceedingly probable, that 


those conditions will again be met in some years? 


> 
(Page 19038 follows) 
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A. Well, I like your optimism, Mr. Evans. I am 
probably a little more conservative in my outlook than 
you are, I cammot quite visualize ever a return to what 
we might call the prosperous years of war. Even if we had 
another war, even if our traffic volume in the next 
decade were higher than it was during the war years, I 
don't believe that we would make the same surpluses which 
the Canadian National did make in World War re #3 
don't think that would ever happen again. 

COMMISSIONER INNIS: Possibly the toleration 
point of surplus earnings from the standpoint of rate 
cases, Mr. Evans. 

MR EVANS: That is exactly the thing I want to 
get to, but I wanted to point this out from this standpoint, 
that if there is a possibility (and I would not even have 
to go beyond the possibility) then where do the earnings 
go if they are earned, and ought not they to go to the 
equity capital holders? I don't think I have to go beyond 
that. I am no better forecaster perhaps than Mr. Cooper, 
or perhaps not half as good. 

THE CHAIRMAN: When you say they ought to go 


do you think they Ought to be compellable to go? 


MR EVANS: I think they should in protection 
of the Canadian Pacific because if they go into a rate 
stabilization fund ( and I have an Exhibit I am going to 


| file in just a moment) if they go into a rate stabilization | 


fund, you have these conditions. I want to demonstrate - 
and I am sure that the witness is going to have some 
reservation and I don't want to be unfair about it - but 
I am going to demonstrate I think, that the fund in those 


circumstances for rate stabilization purposes might ‘grow 


to very substantial proportions under the proposal. That 
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is the purpose of this Exhibit which I have been leading 
up to and I am about to put in. 
THE CHAIRMAN: Well, I think we had better 
come back to it. 
-~--RECESS 
---ON RESUMING 
MR O'DONNELL; May it please the Commission, 
we promised that as soon as the Annual Report, was tabled 
it would be forthcoming. I am informed that it was tabled 
2t/3:15.and the messenger fought his way through the 
Snowstorm to get it over here. I plan therefore to produce 
it as Exhibit 254. I promised to give it to the Commission 
aS soon as it was available, and I wanted to keep my word. 
---EXHIBIT 254; Annual Report of 
Canadian National 
Railways for 1949, 
MR EVANS: Before I proceed directly to these two 
table that I have Supplied to you a day or so ago, I want 


to put on the record the figure of gross ton miles of the 
Canadian Pacific in 1949. The figure for 1948, the 


Commission will remember was 70 billion odd. The figure 
for 1949 was, 69,519 million. According to the calculation 
made from Exhibit 188, that figure exceeded the average 
for the years 1939 - 1948 inclusive by a little over 9%. 
So that what I am suggesting is that on the basis of 1949 
there was a traffic volume measured in gross ton miles in 
excess of the average for the years of the war and the post- 
war years. 

Q. Now, then, Mr. Cooper, I have expressly 
reserved in my discussions with you the effeet of the 


Newfoundland railway, and I understood you to say that 


the opinion of the Canadian National was that the assumption 
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of the reponsibility of managing that railway and the 
incorporation of that railway in the accounts of 
Canadian National, would result in $4 million per annum 
Gefloit. 

A. That is the minimum, yes. 

Q@. Now then, I have not frankly allowed for that 
figure in this Statement and I am going to ask you about the 
Statement, first eliminating that and then including it. 

I f you will turn to one which I would like now to have 
numbered as Exhibit 255,) that ie the statement headed 
"Re-Statement of Results with Recapitalization Plan in 
effect from January 1st, 1940". For your information, 
Mr. Cooper, the one which I am asking to have numbered 255, 
is the one in which in the third line from the bottom of 
the table the words "Deduct amount equal to capital expendi- 
tuves" appear. 
~--EXHIBIT 255: Piled by Statement entitled: 
Mr. Evans: . "Re-statement of Results 
with Recapitalization 
Plan in effect from 
January I'st,:1940". 
Now then, I suggest to you that apart from this Newfoundland 


Rallway deficit which the Canadian National has to assuame, 
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that if the Proposal which you have made to this Commissiqn 
had been given effect to as of January 1, 1940, and if there 
had been taken first out of the surplus all of the capital 
expenditures of the Canadian National, leaving the balance 
of the surplus for the rate Stabilization fund, then there 
would have been in the fund, as at the end of 1946, an 
amount of approximately $185 million. 


A. That is what your statement shows. 


Q. Yes, that is what the statement shows, and assuming 
that the statement is right, I will let you go back to it. 
A. I do not think I could make that assumption. 

Q. I do not ask you to. Perhaps you would like to 
make your qualifications now? 

A. First, you are assuming that the entire surplus, 
after capital expenditures, goes into the fund? 

as 1426. 

A. Now, we said this morning that we did not think 
that was necessarily going to be the case. 

Q@. Yes. Of course, when I prepared this, you will 
understand, I had no advance knowledge of that nor have 
I at the moment anything to indicate that ig/ae tone 
within the power of the Canadian National, under the 
proposal, to put all the money into the fund? 

A. Well, at any rate, you are assuming that all of 
the surplus, after capital expenditures have been made, 
will go into it. That is one assumption. 

Q. Yes. Let us assume that. Would you then have 
any quarrel with the result obtained as at 1946? 

A. If it is intended to give an indication of what 


might happen in a similar period of time, after the 
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beginning of a stabilization fund arrangement, then I 
would say that the whole premise behind that assumption 
is in error, 

I do not believe for one minute, as were saying just 
prior to the recess, that we may have a recurrence of the 
Surplus earnings of the Canadian National which we enjoyed 
in the war years. 

Q. I understand your reservation. But I am putting 
this to you rather on the basis that I put to you the 
probability or possibility of some increased traffic volume 
in future years which might parallel the results of the war 
years, and also assuming the imbalance between rates and 
costs restored. 

I am not asking you to say that that is what would 
have been the case in those years. All I am asking you 
to do is to check with me first, that if that should 
occur, ‘and if this proposal should have approval, that 
that result would obtain, if that series or sequence or 
years and traffic volume should be experienced? 

The same number of years? 
Yes. 

The same traffic volume? 
Yes. 

The same rates? 

Tees 

The same costs? 


Yes. 


And the same balance between costs and rates? 


LON Sy ee oe 6 SS 


Yes. 


A. Well, subject to the expression of a strong 


conviction on my part that almost all your assumptions are 
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false, then I am prepared to Say that we would arrive at 


the figure of $185 millions, the figure you were speaking 
to. 
Q. Yes, 
get 
A. But please do not ° me as giving the slightest 
credence to the implications or the assumptions which are 
built into this Statement. 
@. I think that ig fair: that you disagree with me 
that there is a probability of that condition being 
met with in the future? 
A. That would be my conviction. 
Q@. Yes, and I quite respect it. 
I am suggesting to you that in the future there was 
the possibility of that happening again. 
I think all I have to put to you is the possibility. 
Now, if that shoulda happen, and if these things should 
come to pass, it would, perhaps --then assuming all the 
money after capital expenditures goes into the rate 
Stabilization fund, it would emerge as at 1946 on this 
Statement, at the figure of $185 million, or approximately 
that amount? 
A. Yes, however I still do not understand why you 
would not go on to 1947, 1948, ana 1949, 
@. I am going on. And the reason I picked 1946, to 
be perfectly frank with you, was that in that year we made 
application for the 30% increase. Both railways joined in 
that application, in October 1946, 
Now, at that time, if there had been in the Stabilization 
fund $185 million, I ask you, as a senior accounting officer 
of the Canadian National: What do you think would have been 


the reaction to an application, by the Canadian National, 


he agile ‘Le 
r sttoa itm. sat. yearns 


- - 


: % oN Aras ve e 
ie io A t n 1% ji y 2 
‘e = : s Bay * ) Y 


jl ‘ ay 
oe SS 
ao i). Ree : 
fi 
il . t ‘ / «ar 4 4 nF hus a fe toe a) 
ie rt 2 oh A ee Lae bag “ de be Ps Bi cena} me od ee Bees v & q w be 45 7) 
A ix 


ft. hs ewe 2 ee iw aa I 71 CEGaee e Za i ane * a G OQ) tix ofl abe ory 1! ori ft aa 53 srehexrD. 


iy E ) é trrenay “4 ain? otat tiigd. 


ah OD Fie ‘ a. Mp yo D 3 gon ; Biter = af 7 
Alc ntad oeldéibpaos Fede to wet tdedoud .f.1el etsny oes i. vas 


4 


Sequtius Sat ql dg tw rom 


»~ * ‘s af < ny ra’ 
ane ‘ 3 PA Ok! RRS See ay 
’ ~~ 
- : M4 = yor were 
es 4 De NS & 2Li8 LO BT RES ; 41 T69RRBV8' Hs I 
P a “ ; & Sie ike qi: 
f ee ie & ve rau | ae tt BaOd af + 
, ' ” fag hk od 
: : j 1 j Ji dia ty nota. LT 
;! 
J % “|. é 
1% ‘ ep! oh re! bh ed [ ’ I P wort 
- r P - + ea rr & 
sal 3 ; yA saat: BoA §, Mie Os BM 
= na + & Oy, <ed a 
& wav tL Paegne Lesyig satis Yocom 
. | a i ff Bao? oe 
if x t : i ? ay q 6) OP j jit [ silid: - 
F 
a ? a & - 
a i 4 Chi oy J i iit 0.6 ; AX isieve 
' tS 
4 e a | . 
Tl rmivromse Peay: 
e “3 r J A 
r he PP 4 z 4 * Ae ; j /¢ yor goer A 
Sls 
A ~~ 7 ” at r r . LU 
an - sd * * >*% bs 
, : ; Or IE 2 er coal ra Sale ok. da ) TU Sake iy. DANCY 
7 
i y , 4 Ms oe oa eee — va 
: ‘ . . 4 * a ' aie Pe e' eoe ee Oa i ae 
» - 
ye ee IE ” ae : wet oy a ch Nie. Y r wad ¢ 
v 5 eit \w ee © we 4 eg pas _ ee BE ‘ DEN § RIO} Fins f a BEE <« ( <SaRi oq ad a 
‘ } A ; a <& 
eR er La emg gach bh Boe an , a 
” hl bentot-eyeeeircear osc SP8EO IAD MOE Oat), 202 nettast Lage, 
fr : ; r 
x 
ail ~ 3 ' a 6 ~«& FT were ame! a) 
m 5 eae 9 <4) f uc fi Ws Sid xc 2 Jeet a 
\ (Cos : t 
+ ‘ : ; a) hs : P 
s } , e059 we) ate are “4 freee | weet Se ‘ s or ie bs bf) 
. 43 ; oh ote eae +) lyst é reas a4 oe G hed bm ap Bond ae Sit # Pash ee 4 as wow 4 


ag Hea I emoel itm eBLe, D 

4 bout j 

| fig fbeng®: Grit AG, 
) 


ie 


- 19041 - Mr. Cooper cr.ex 


for an increase in rates at that time? 

A. If the Canadian National could see what was 
going to happen in the next year, in 1948, I think they 
would have joined in the application. 

Q. Yes. Now without asking you to express an 
Opinion about what might happen elsewhere, do you not 
agree that there would have been very Substantial 
pressure on you to avoid joining in an application for 
an increase under those conditions? 

A. JI think your questions now are highly hypothetical. 

Q. Well, your Brief rather suggested it. 

A. No, sir, I do not think there was anything in 
our Brief which suggests that after meeting our capital 
expenditures to the extent that they. are set out here, 
we could hope to have surplus earnings over and above 
that in a period of six years time of $185 million. 

Q. I know your reservations and your feeling that 
that conditions could never occur, but I am merely 
suggesting to you that your Brief rather did suggest that: 
Had the Canadian National had a substantial surplus in 
the period 1925 - 1929 - and I am looking at page 33 


where at the very bottom of the page you say:- 


"Applying such an adjustment of $20 
million surpluses would have been enjoyed 
during the years 1925-1929 inclusive reaching 
a high of 23 odd million in 1928." 
That is at the very bottom of page 38 of your Brief? 
A. Yes. 
Q@. Then it goes on to say:- 
"Tn these circumstances lower freight 


rates following pressure for downward revision 
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would probably have very considerably 

reduced if not entirely eliminated such 

surpluses. "? 

THE CHAIRMAN: Pardon me, but I am unable to 
bi 9 (6 Mas 

MR. EVANS: I am reading starting at the bottom 
of page 38 and going on to the top of page 39 of the 
Canadian National Brier. 

THE CHAIRMAN: Oh, yes. 

MR. EVANS: Q. And you Say, further down, on 
page 39:- 

"Again, had the adjustment been applicable, 

the surpluses which would have been earned 

in the years 1940 to 1947 inclusive would 

also have been required to off-set the losses 

in other years. Lacking wartime control of 

wages and material prices, it is extremely 

doubtful that such surpluses could have been 

amassed. In addition, as already indicated, 

the Canadian National would have been hard 

put to maintain freight rate levels." 

My suggestion to you about that is this: that, with 
the condition which we have agreed is hypothetical, where 
the Canadian National in 1946 might have had $185 million 
in the rate stabilization fund, ~~ in view of those two 
statements in your Brief, do you not agree with me that it 
would have been exceedingly difficult for the Canadian 
National to have resisted pressure designed to prevent 
an increase in freight rates that year? 

A. .Do you suggest that at that time the Canadian 


Pacific yardstick would have been set aside? 
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Q. Well, in suggesting this to you: that the pressure 
would have been very great indeed to set us aside and to 
bring pressure about not to Join in a rate increase but to 
draw upon your fund - - 

AS Well, if Er eae ee your assumptions were real, 
I imagine something of that sort would have happened. 

Ge nate ies SlIes expect you to do. I do not expect 
you to agree with everything I say. 

I merely suggest the possibility that that might 
happen; and so I go on to 1948, the year in which the 21% 
increase became effective; and the first column of 1948 

increase 
is the column which reflects the effect of the 21%/ which 
Was ordered on March 30, 1948. 

And as of the end of that year, the fund, on the same 
assumptions, and subject to the same reservations, would 
Still have had about $107.7 millions in it. 

Now then, in July of that year with the fund at that 
level, an application. was made by the railways for a 
further increase in freight rates. 

Do you not think that much the same difficulty would 
have been experienced at that time as you, perhaps, might 
agree would have been experienced in 19469 

A. Well, I have gone about as far as I think I should, 
Mr. Evans. 

Perhaps in fairness to Mr. Covert I should say to 
you now that I think your statement is so unrealistic that 
I do not see any particular point, and I doubt whether 
you should press me. 

Q. Oh, I do not want to embarrass you. I want you 
to understand that, without attempting in any way to 


embarrass you and without assuming that the Canadian National 


=e 


+e 
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has any ill will to the Canadian Pacific, I suggest to 

you that the position of the Canadian Netional just might 

be that despite your desire not to be the yardstick, that 
pressure might be brought to bear to make you the yardstick. 
That is what I am Suggesting, and not any ill will. 

A. No. If I knew what use you were going to put 
to any admission which I might make, even on your assump- 
tions, I might speak a little more freely. 

But I am somewhat in the dark and I am not going to 
go too far. I have met you part way and I think I should 
Stay where I am. 

Q. I am not going to press you unduly. 

COMMISSIONER INNIS: Are you going to go on to 
the question of labour? 

MR. EVANS: I have one question on that. 

MR. EVANS: Q. Exhibit 255, I would draw to 
your attention,425 taken out of the surplus before the 
fund all of the capital expenditures in that yar: and I 
was going to ask you whether you thought perhaps Mr. 
Fairweather might answer me this: It would be fair to 
consider that all these capital expenditures were in this 
non-revenue producing category? 

A. ,.On,, very definitely not. 

Q. No. And therefore would it be fair to say this: 
That Exhibit 255, so far as the use of surplus for capital 
purposes is concerned, is not ungenerous to the Canadian 
National? 

A. No, it is not ungenerous; but I would, of course, 
quite expect with surplus earnings of that order, that 
all our capital expenditures would be met before anythirg 
was put into the surplus. 


Q. Yes. You would expect this fund - I mean the 
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Surplus Item (a) in this Surplus to include all capital 
expenditures whether non-revenue producing or revenue 
producing? 

A. In such a situation as this statement predicts? 

Q. Yess so actually that would be different from 
the proposal, because as I recall the proposal, it was 
only that these capital items which were non-revenue 
producing were to come out of that Surplus. 

A. On that my view would be that all capital 
expenditures, that is, all improvements and betterments 
Should come out of the Surplus earnings. 

Q@. Whether non-revenue producing or not? 

A. That would be my thought. 

Q. Yes, but I can only take 4+ on what the proposal 
of Mr. Gordon was, and I have prepared an alternative 
Exhibit which was exactly the same as the previous one, 
Showing what would happen if half of the capital expenditures 
in thos years was taken out as non-revenue producing, 
and the balance went into the fund. 

BA SYCRS 

Q@. And I am going to go through that in detail 
with you. You see that it does have a material affect 
on the resulting funds in the rate stabilization fund. 

This alternative statement will be Exhibit 256, and 
it is exactly the same as Exhibit 255 except that the 
deduction for capital expenditures for surplus is taken 
at one-half of the actual expenditures in each year, 
instead of, as in Exhibit 255; and on that basis, as 
the Exhibit shows, and always subject to the reservation 
which Mr. Cooper wants to make, and on the basis of my 


assumptions, the fund would have reached $255.4 millions 
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in 1946, and as at 1948, it would still be $222 million. 


-». EXHIBIT 256...filed by >: Canadicn National Rail- 
Mr. Evans : ways Statement of 
: Results with Recapitaliza- 
ion Plan in Effect from 
January 1, 1940. 

MR. EVANS: Now, I have just one further state- 

ment I would like to put in, Mr. Cooper. 
May I file as 257 a statement entitled "Canadian 

National Railways Net Income Results - Year 1949 (Restate- 


ment of Exhibit 246). 


pee ORBIT 257....filed by : Canadian National Rail- 
Mr. Evans : ways - Net Income Results 
: Year 1949. (Restate- 
ment of Exhibit 246). 


MR. EVANS: Q. I understand you have had this 
statement in your hands for some little time? 
A. Net forivery.iongs 
Q. But the first two you had a couple of days ago. 
A. I know the differences between your statement and 
mines 
Q. Iam not going to shy away from those differences. 
Now, to come back to Exhibits 255 and 256, it is only fair, 
I think, to point out to you that if you had had the 
Newfoundland Railways throughout that period, and taking 
$4 million as the annual deficit, it would have reduced 
the surplus earned in those years - that is the surplus 
as of 1946 instead of being $185 millions would have been 
about $161 millions. 
A. I assume that is one of the assumptions. 
Q. I wanted to be fair to you and say that the 
statement did not include that; and I wanted to make sure 


that we understood one another, and that the Newfoundland 
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Railways had been taken over in 1948, that would have 
been $4 million a year cumulatively through all those 
years. 

I did not adjust it for the Temiscouata, but that 
is a relatively small amount. 

But in 1948, instead of - on Exhibit 255 - instead 
of it being $107.7 million, 1t would have been only 
$75.7 million. You can check me on that and if I am 
wrong, I would be glad if you would correct it. 

A. Frankly I do not think the statement is worth 
checking. 

Q. I would not want to betoo sure there is no point 
to it. I have been trying to be fair with you about it. 

MR. O'DONNELL: Q. You said that, Mr. Cooper, 
because you think it is unrealistic? 

Ae Yess 

MR. EVANS: Q. Turning now to Exhibit 257, 
I think Mr. Cooper has said that he was familiar with 
the differences between Exhibit 246 as filed by him and 
our restatement of it which appears in Exhibit 257. 

I want to take you at once to the differences. 

The first difference is that in Exhibit 246 you had made 

an adjustment of the 1949 results on the assumption 

that the 16% increase in rates awarded on March 1 and 

effective March 23 had been in effect for the full year? 
hs. Yes. 

Q@. And our restatement of that assumes that the 
16% should have been 20%, andthat the increase had been 
in effect for the full year, 1949. 

A. That is as I understand your statement, yes. 


Q, That is, the firet difference? 
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we Mes 

Q. Now, the other difference is the elimination of 
what you have called in Exhibit 246, that is, the amount 
of $8 million, which you called the elimination of 
special credit from the deferred maintenance reserve. 

Am I correct? 

it ROP 

Q. Apart from that, there are no other differences? 

A. No. 

Q. Now, with regard to that difference of $8 million, 
am [ correct in saying that the net income deficit of 
$42,043,000 represents the deficit experienced after 
giving credit for expenditures for the amount drawn 
down from the deferred maintenance fund? 

A, Yes. 

Q. And that therefore, as I understand your evidence 
of yesterday, since you were of the view that the main- 
tenance level done in 1949 was not above normal, that 
the deficit really understates the two deficits; is that 
reair? If not, I-want ‘you to correct me. 

Ae LER 

Q@. Now then, the assumption of $8 million which 
you have made in Exhibit 246 is, in effect, but a restated 
deficit on the assumption that there had been no draw- 
down from the deferred maintenance fund? 

Qo Thatvisreorrect. 

Q. Now then, in order to get on a basis comparable 
with the Canadian Pacific, I suggest this to you: That 
as was disclosed in the evidence before the Board of 
Transport Commissioners a few weeks ago, the Canadian 


Pacific were also of the opininn that its maintenance 
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expenditures were not above normal, but that notwithstanding 
that, they drew down from their deferred maintenance to 

the extent of approximately $7-1/2 millions. Do you recall 
that? 

A. No. In 1949 you say? 

Q. In 1949. What I am really trying to do - I am 
not nOsnee iad aeatah you about your view as to the level 
of maintenance and the propriety of the item; but my 
purpose in eliminating it from Exhibit 257 was: that if 
we want to make a comparison with the Canadian Paeific, 
we Should have exactly the same view concerning its 
maintenance, so we could perhaps forget the $8 million, 
for purposes of comparison. 

A. But this statement is not for the purpose of 
making a comparison with the Canadian Pacific. This state- 
ment is entirely related to the Canadian Natidnal Railways 
and has nothing whatever to do with the Canadian P cific. 

It is an attempt to show what the real surplus of 
the Canadian National would have been in 1949 if all 
these freight rate increases had been in effect. 

ion ieeSS 

A. And if the proposals of our President had been 
made effective. 

Oy ees. 

A. And it is not intended, in any shape or form, 
for comparative purposes with the Canadian Pacific. 

And the reasons which impelled you to use your deferred 
maintenance reserves do not have any bearing on the position 
of the Canadian National, in my opinion. 


Q.. I am sorry if I have made myself misunderstood. 
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I am not saying that you offered Exhibit 246 for 
comparative purposes, But I offer Exhibit 257 for 
comparative purposes, and I thought it only fair to say 
that the $8 million, for comparative purposes, might be 
eliminated, because Substantially the same amount was 
involved in both railways for that year. 

A. I might say that the Canadian National has 
made a statement of what they think their surplus 
Should have been in 1949 on the assumptions which I 
mentioned, 

MR. O'DONNELL: You are referring to Exhibit 
246? 
Ain VBR) Saas 
MR. EVANS: Q. I am not quarrel “With you 
about that. 

A. But I cannot see any point in what you are 

eliminated 


va 


Saying, unless you are contending that I 
that $8 million improperly. 

Die) One Rag enou. 

A. Then you agree that as far as my figure of 
$13 million is concerned the connection with the book 
surplus of $8 million was correct? 

Qe I wili say, this: that the purpose for which 
you intended it was to test the 1949 results according 
to the facts as they were. 

Now, what I would like to do is this: I will either 
leave your $8 million in and put a similar adjustment in 
the Canadian Pacific results, or I will leave it out of 
poth, which I think is the fairer, and restate your 
Exhibit. on the basis of that adjustment; for instance, 


what is common to both, I will leave out of both; and then 
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taking it on the assumption that the 20% increase which 
we all applied for had been in effect for the full year, 
I ‘suggest this to you: that on the basis of 1949 as 
restated, and assuming that the 20% increase in rates had 
been in effect, the Canadian National would have this 
adjustment in its capital Structure, and that it would have 
had a surplus of $29,223,000; and on the same basis, the 
Canadian Pacific would have had, over its requirements, 
a deficit of about $1 million 

A. Well, frankly, I think we are talking at cross 
purposes. I have no figures in keeping. 

Q. Well, I am going to give them to you. 

THE CHAIRMAN: . You. had better give them to 


us tomorrow. We shall adjourn now until the morning. 


---At 4.45 p.m. the Commission adjourned until tomorrow, 
Friday, March 24, 1950 at the hour of 10.30 a.m. 
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